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**  RULES  AND  REGULATIONS 


Title  10 — Energy 

CHAPTER  il— FEDERAL  ENERGY 
ADMINISTRATION 

PART  212— MANDATORY  PETROLEUM 
PRICE  REGULATIONS 

Adjustments  to  Domestic  Crude  Oil  Prices; 

Second  Stage  of  Implementation  of  the 

Energy  Policy  and  Conservation  Act 

I.  Introduction  and  Summary 

On  February  26,  1976,  the  Federal  En¬ 
ergy  Administration  (“FEA")  issued  a 
notice  of  proposed  rulemaking  and  public 
hearing  (41  FR  9381,  March  4,  1976)  to 
implement  the  second  stage  of  the  crude 
oil  pricing  policy  of  the  Energy  Policy 
and  Conservation  Act  (“EPCA”)  by  pro¬ 
viding  for  upward  adjustments  in  the 
statutory  composite  price,  beginning 
March  1,  1976,  to  take  into  account  the 
effects  of  inflation  and  to  provide  pro¬ 
duction  incentives.  Section  401  of  the 
EPCA,  which  adds  a  new  section  8  to  the 
Emergency  Petroleum  AUocation  Act  of 
1973  (“Eff*AA”) ,  permits  upward  adjust¬ 
ments  in  the  statutory  composite  price 
for  these  purposes,  subject  to  the  restric¬ 
tions  that  the  adjustment  to  provide  a 
production  incentive  may  not  exceed  3 
percent  annually  and  the  adjustment  to 
reflect  the  impact  of  inflation  must  be 
based  on  the  first  revision  of  the  most 
recent  Implicit  price  deflator  for  the 
gross  national  product,  and  subject  to  the 
further  restriction  that  the  combined  ef¬ 
fect  of  both  adjustments  may  not  exceed 
a  maximum  of  10  percent  annually. 

FEA  implemented  the  first  stage  of  the 
crude  oil  pricing  policy  of  the  EPCA  in 
regulations  issued  on  February  1,  1976 
(41  FR  4931,  February  3,  1976).  Those 
regulations  established  a  two-tier  do¬ 
mestic  crude  oil  price  system  (with 
lower  tier  prices  estimated  to  average 
approximately  $5.25  per  barrel  and  up¬ 
per  tier  prices  estimated  to  average 
approximately  $11.28  per  barrel).  With 
approximately  60  percent  of  domestic 
production  estimated  to  be  sold  at  the 
lower  tier  price,  this  two-tier  pricing  sys¬ 
tem  is  designed  to  result  in  a  maximum 
weighted  average  first  sale  price  ("stat¬ 
utory  composite  price”)  of  $7.66  per 
barrel  in  February,  1976,  which  is  the 
first  month  of  the  40-month  crude  oil 
pricing  program  provided  for  by  the 
EPCA. 

In  response  to  the  second  stage  no¬ 
tice  of  proposed  rulemaking  concerning 
adjustments  to  the  $7.66  per  barrel  stat¬ 
utory  composite  price,  FEA  received  77 
written  comments,  including  14  late 
comments.  In  addition,  28  oral  presen¬ 
tations  were  made  at  the  public  hear¬ 
ings  held  on  March  17  and  18, 1976.  Many 
of  the  submissions  contained  data  and 
analyses  which  were  useful  to  FEA  in 
determining  an  appropriate  course  of 
action  for  the  second  stage  of  implemen¬ 
tation  of  the  pricing  policy  of  the  EPCA. 
FEA  considered  all  of  the  comments  and 
presentations  submitted,  as  well  as  other 
information  available  to  it,  in  arriving 
at  the  regulatory  amendments  adopted 
'  today. 

Under  today’s  amendments,  the  full 
percentage  amount  available  to  reflect 


the  impact  of  Inflation  and  to  provide 
a  production  incentive  will  be  applied 
equally  to  the  upper  and  lower  tier  prices, 
within  the  constraints  of  the  adjusted 
statutory  composite  price,  until  such 
time  as  changes  in  the  relative  propor¬ 
tions  of  upper  and  lower  tier  crude  oil 
production  require  a  reduction  in  the 
amount  of  the  adjustment  to  a  rate  that 
is  less  than  the  rate  of  inflation  in 
order  to  complyl  with  the  adjusted  statu¬ 
tory  composite  price.  At  this  point,  the 
available  price  adjustment  will  no  longer 
be  applied  equally  but  will  be  applied  to 
maintain  a  rate  equal  to  the  rate  of  in¬ 
flation  for  the  upper  tier  (to  assure  that 
there  w'ill  be  no  erosion  in  the  upper  tier 
price  level  in  constant  dollars)  and  any 
remaining  price  adjustment  will  be  ap¬ 
plied  to  the  lower  tier.  However,  in  no 
event  will  any  reduction  in  the  lower  tier 
price  in  nominal  dollars  be  required  in 
order  to  maintain  the  upper  tier  price 
level  in  constant  dollars. 

FEA’s  analysis  indicates  that  the  3 
percent  adjustment  to  Uie  composite 
price  available  to  provide  a  production 
incentive  must  be  used  over  the  course 
of  the  39-month  program  almost  en¬ 
tirely  to  take  account  of  the  impact  on 
that  price  of  changes  in  the  relative 
proportions  of  upper  and  lower  tier 
crude  oil.  These  changes  result  from  the 
naturaJ  decline  in  production  of  "old” 
crude  oil  and  the  new  upper  tier  crude  oil 
that  is  added  in  response  to  the  current 
incentives  that  allow  “new”  and  stripper 
well  lease  crude  oil  to  be  priced  at  upper 
tier  levels. 

Adjustments  to  the  base  production 
control  level  (BPCX)  to  provide  further 
production  incentives  will  be  made 
largely  as  proposed,  commencing  July 
1,  1976,  on  the  basis  of  the  actual  an¬ 
nual  average  production  decline  rate 
between  1972  and  1975  on  a  property- 
by-property  basis.  However,  the  fol¬ 
lowing  modifications  are  made  in  the 
amendments  adopted  today:  (1)  the 
BPCL  adjustment  for  the  first  six-month 
s^i-annual  period  will  be  based  on 
three-fourths  of  the  annual  decline  rate 
for  the  property  concerned,  instead  of 
one-half  of  that  rate  as  proposed;  (2) 
the  base  years  for  determining  the  ac¬ 
tual  decline  rate  for  each  property  will 
not  “roll  forward”  every  year,  as  pro¬ 
posed.  but  will  remain  the  average  an¬ 
nual  decline  rate  as  measiued  by  the 
difference  between  total  crude  oil  pro¬ 
duced  and  sold  in  1972  and  total  crude 
oil  produced  and  sold  in  1975;  (3)  no 
maximiun  or  minimum  decline  rates  are 
adopted;  (4)  the  question  of  possible 
adjustment  to  the  1972-75  average  an¬ 
nual  decline  rate  to  take  into  account 
decline-rate  reduction  attributable  to 
enhanced  recovery  undertaken  during 
1972-75  is  held  over  for  further  consid¬ 
eration  in  this  rulemaking  proceeding 
to  be  completed  prior  to  the  July  1, 1976, 
beginning  date  for  BPCL  adjustments; 
and  (5)  the  initial  test  for  qualification 
of  a  property  for  BPCL  adjustments  Is 
whether  the  property  concerned  pro¬ 
duced  “new"  crude  oil  during  the  6- 
month  period  ending  June  30,  1976,  In¬ 


stead  of  the  18-month  period  ending 
June  30,  1976,  as  propos^. 

Procedures  for  issuance  of  price  ad¬ 
justment  notices  or  schedules  every  six 
months  are  adopted  as  proposed.  The  first 
such  price  adjustment  schedule,  effec¬ 
tive  March  1,  1976,  and  providing  spe¬ 
cific  cents-per-barrel  amounts  by  which 
prices  may  be  increased  in  each  month 
of  the  39-month  program,  is  appended 
to  this  rulemaking  notice.  This  sched¬ 
ule  is  effective  imtll  modified  prospec¬ 
tively  by  the  next  price  adjustment 
schedule,  to  be  Issued  later  by  FEA. 

Remaining  issues  relating  to  crude  oil 
pricing  regulations  will  be  considered  in 
a  third  stage  rulemaking  proceeding, 
to  be  announced  shortly. 

The  amendments  adopted  today  re¬ 
flect  PEA’S  desire  to  provide  to  produc¬ 
ers  the  greatest  degree  of  certainty  with 
respect  to  future  price  levels  as  is  pos¬ 
sible  under  the  constraints  of  the  EPCA, 
in  order  to  further  stimulate  domestic 
crude  oil  production  to  the  maximum 
extent  possible.  Without  the  degree  of 
certainty  which  is  provided  by  today’s 
amendments,  producers  might  postpone 
measures  for  enhanced  recovery  or  for 
develoi>ment  of  new  sources  of  crude 
oil  imtil  such  time  as  greater  certainty 
concerning  maximum  price  levels  pre¬ 
vails.  Thus,  although  it  was  proposed 
that  FEA  consider  staged  or  periodic 
rulemaking  proceedings  for  price  ad¬ 
justments.  applicable  to  limited  cate¬ 
gories  of  crude  oil  production,  FEA  be¬ 
lieves  that  its  program  for  scheduled 
mimthly  price  adjustments  throughout 
the  next  39  months  offers  the  best  op¬ 
portunity  and  the  maximum  degree  of 
encouragement  for  increased  production 
over  that  period  of  time.  Alternative 
proposals  for  a  continuing  series  of  rule- 
making  proceedings  in  this  matter 
would  be  detrimental  to  efforts  to  sti¬ 
mulate  additional  production  and  would 
be  administratively  unfeasible. 

n.  Application  of  Price  Adjustments 

A.  FEA  DECISION  TO  APPLY  PRICE  ADJUST¬ 
MENTS  TO  BOTH  TIERS 

In  its  notice  of  proposed  rulemaking, 
FEA  proposed  two  alternative  methods 
for  applying  price  adjustments;  (1)  to 
apply  the  amount  of  the  available  price 
adjustment  equally  to  the  upper  and 
lower  tier  price  levels,  in  order  to  main¬ 
tain,  as  much  as  possible,  all  current 
price  levels  in  constant  dollars  so  that 
production  levels  will  be  maintained,  and 
(2)  to  apply  the  total  amount  of  the 
available  price  adjustment  to  the  upper 
tier  price  levels,  in  order  to  coimteract 
the  erosion  in  upper  tier  prices  which 
would  otherwise  occur  due  to  the  sub¬ 
stantial  increase  in  the  percentage  of 
upper  tier  crude  oil  production  projected 
by  PEA  over  the  40 -month  program. 

FEA  received  a  wide  variety  of  re¬ 
sponses  to  the  basic  question  of  how  to 
apply  the  price  adjustments  permitted 
under  the  amended  EPAA.  Some  of  these 
comments  undoubtedly  reflected  primar¬ 
ily  the  individual  producer’s  own  produc¬ 
tion  situation.  ’Ihus,  some  producers 
which  operate  properties  which  produce 
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a  larger  proportion  of  upper  tier  crude 
oil  favored  the  second  alternative,  while 
producers  whose  properties  produce  a 
larger  proportion  of  lower  tier  crude  oil 
proposed  to  apply  the  price  adjustments 
entirely  to  the  lower  tier  or  equally  to 
both  tiers.  Other  producers  proposed 
various  modifications  to  the  basic  "equal 
application"  alternative,  in  which  price 
adjustments  would  be  applied  to  both 
tiers  but  in  amoimts  which  would  favor 
to  some  degree  either  the  lower  or  the 
upper  tier.  Many  producers  provided  de¬ 
tailed  comment  explaining  why  they  be¬ 
lieved  one  alternative  or  smother  would 
yield  maximum  production  incentives 
and  maximum  to^  domestic  output  of 
crude  oil. 

Comments  which  were  clearly  cata- 
gorizable  indicated  the  following  pref¬ 
erences: 


Proposed  application  of  Number  of 

price  Increases:  comments 

Lower  tier  only _  7 

Botn  tiers  with  preference  to 

lower  _  7 

Both  tiers  equally _  34 

Both  tiers  with  preference  to 

upper _  8 

Upper  tier  only _  18 


On  the  whole.  FEA  believes  that  the 
reasons  which  support  applying  at  least 
some  of  the  available  price  adjustment 
to  the  lower  tier  are  more  convincing 
than  those  which  support  applying  price 
adjustments  to  the  upper  tier  only.  Ac¬ 
cordingly.  the  amendments  adopted 
today  provide  basically  for  application  of 
price  adjustments  equally  to  both  tiers, 
subject  to  the  rule  that  when  the  shift 
in  ^e  relative  proportions  in  upper  and 
lower  tier  crude  oil  requires  that,  in  order 
to  comply  with  the  adjusted  statutory 
composite  price,  the  rate  of  adjustment 
to  both  tiers  can  no  longer  equal  the  rate 
of  inflation  (expected  to  occur  in  late 
1977  or  early  1978).  the  rate  of  adjust¬ 
ment  to  the  lower  tier  price  will  be  re¬ 
duced  to  the  extent  necessary  to  permit 
the  rate  of  adjustment  to  the  upper  tier 
to  continue  to  be  at  the  rate  of  inflation. 
Insofar  as  possible.  Lower  tier  prices 
would  in  no  event,  however,  be  reduced 
in  nominal  terms.  In  other  words,  the 
rate  of  adjustment  to  lower  tier  prices 
might  ultimately  decline  to  zero,  but 
would  never  become  a  negative  number. 

One  of  the  arguments  for  applying  the 
price  adjustment  to  the  upper  tier  only 
was  that  the  economic  life  of  some 
stripper  well  properties  will  be  shortened 
and  they  will  be  shut  in  if  there  is  no 
substantial  increase  in  the  upper  tier 
price  level.  However,  the  argument  was 
made  by  other  producers  that  certain 
marginal  lower-tier  properties  would  be 
abandoned,  or  would  be  edlowed  to  de¬ 
cline  to  stripper  status,  because  opera¬ 
tions  have  become  or  will  soon  become 
uneconomical  at  the  present  lower  tier 
price.  Any  of  these  consequences  would, 
of  course,  have  detrimental  effects  on 
national  crude  oU  production  levels.  In 
FEAI  view,  slnoe  the  problem  of  margi¬ 
nally  economic  properties  occurs  at  both 
tier  levels,  the  better  alternative  is  to 
raise  the  price  levels  of  both  tiers  to  the 
extent  possflde  In  order  to  sustain  pro¬ 


duction  from  all  marginal  properties. 
Further  price  relief  for  specific  proper¬ 
ties  or  for  narrow  classes  of  properties 
which  can  show  that  marginal  limits 
have  been  reached  may  be  available 
through  the  exceptions  process  or 
through  later  rulemaking  proceedings. 

Another  argument  advanced  for  {q;>- 
plying  price  adjustments  to  the  upper 
tier  only  relates  to  the  fact  t^t  the 
EPCA  and  implementing  regulations  re¬ 
sulted  in  a  price  drop  of  from  $2.00  to 
$2.50  per  barrel  for  upper  tier  amde  oil. 
FEA’s  decision  with  respect  to  applica- 
U<xi  of  price  adjustments  cannot  be 
based,  however,  simply  on  the  pricing 
striKJture  available  prior  to  the  adoption 
of  regvilation  amendments  implementing 
the  crude  oil  pricing  policies  of  the  EPCA, 
since  those  price  levels  exceed  those  per¬ 
missible  under  the  EPCA  composite  price 
and  since  the  policy  of  the  EPCA  is  gen¬ 
erally  to  afford  price  increases  above  the 
initial  composite  price  only  to  the  ex¬ 
tent  that  they  provide  incentives  for  en¬ 
hanced  recovery  or  development  of  high- 
cost  crude  oil  or  otherwise  result  in  high¬ 
er  levels  of  production  than  would  be  ob¬ 
tained  in  the  absence  of  price  increases. 

Producers  which  favored  application  of 
price  adjustments  only  to  the  upper 
tier  also  generally  maintained  that  sub¬ 
stantial  liKreases  in  upper  tier  price  lev¬ 
els  are  necessary  to  stimulate  new  pro¬ 
duction.  Under  this  view,  the  more  at¬ 
tractive  the  price  at  the  upper  tier  level 
the  more  producers  of  lower-tier  crude 
oil  would  be  encouraged  to  stimulate  pro¬ 
duction  by  whatever  means  available  to 
reach  the  level  at  which  excess  produc¬ 
tion  will  bring  the  higher  upper  tier 
prices. 

For  reasons  discussed  in  Section  Ill, 
below.  FEA  believes  that  the  adjustments 
to  the  BPCJL  authorized  under  the 
amendments  ad<H;>ted  today  provide  a 
more  realistic  incentive  for  increased 
IHnduction  from  iHuperties  whose  pro¬ 
duction  is  below  the  BPCL,  cmnpm^ 
with  the  alternative  of  simply  applying 
all  price  adjustments  to  the  upper  tier 
price. 

Price  adjustments  applied  to  the  upper 
tier  only  might  provide  a  production  in¬ 
centive  in  the  sense  that  greater  returns 
on  upper  tier  production  would  provide 
Increased  resources  for  development  of 
new  sources  of  crude  oil.  On  the  other 
hand,  greater  returns  would  also  be  af¬ 
forded  by  price  increases  applied  to  the 
lower  tier,  to  provide  additional  resources 
for  undertaking  more  expensive  produc¬ 
tion  techniques  or  for  developing  more 
remote  sources  of  crude  oil.  Thus,  gen¬ 
eral  production-incentive  arguments  do 
not  necessarily  support  applying  all  price 
adjustments  to  the  upper  tier  only.  In 
fact,  since  upper  tier  crude  oil  production 
currently  represents  only  40  percent  of 
total  production,  it  could  be  argued  that 
price  increases  applied  entirely  to  the 
lower  tier  would  have  broader  potential 
impact  upon  the  production  industry  as 
a  whole. 

Essentially,  FELA  believes  that  its  initial 
assessment  ot  the  need  to  minimize  the 
effects  of  infiatkm  on  mroduction  from 
both  tiers,  to  the  extent  possible,  is  soimd. 


This  will  insure,  insofar  as  possible  imder 
the  cmistraints  of  the  statutory  com¬ 
posite  price,  that  current  returns  on  new 
or  increm«ital  crude  oil  production  are 
maintained  as  closely  as  possible  to  to¬ 
day’s  level,  in  real  dinars,  so  that  exist¬ 
ing  incentives  to  develop  new  crude  oil 
production  may  be  maintained;  and  that 
current  returns  on  lower  tier  crude  oil 
are  similarly  maintained  as  closely  as 
possible  to  today’s  level,  in  real  dollars, 
so  that  existing  production  can  also  be 
maintained. 

In  the  notice  of  proposed  rulemaking. 
FEA  projected  that  total  dmnestic  pro¬ 
duction  of  crude  oil  (excluding  Alaskan 
North  Slope  production)  would  rise  from 
8.33  MMB/D  at  the  end  of  1975  to  8.78 
MMB/B  at  the  end  of  1978.  Several 
comments  were  received  to  the  effect  that 
these  projectimis  were  optimistic,  in  view 
of  the  decline  of  about  5  percent  per  year 
in  each  of  the  last  two  years,  and  in  view 
of  the  reduction  in  uiq^er  tier  prices 
resulting  from  implementation  of  tiie 
EPCA.  It  was  suggested  that  production 
by  the  end  of  1978  may  decline  to  the 
range  of  6.8  to  7.2  MMB/D. 

As  discussed  below,  FEA  has  revised  its 
production  estimates  somewhat  with  re¬ 
spect  to  this  proceeding.  However,  to  the 
extent  that  FEA  production  estimates 
prove  to  have  been  optimistic,  the  result 
for  purposes  of  this  second  stage  analysis 
would  probably  be  that  the  proportion  of 
lower  tier  crude  oil  to  total  production 
would  not  decline  as  sharply  as  projected 
(it  was  estimated  that  the  percentage  of 
lower  tier  crude  oil  would  drop  from  60 
percent  at  the  end  of  1975  to  about  43 
percent  of  total  production  at  the  end 
of  1978) .  To  the  degree  that  this  decline 
is  reduced,  there  will  be  a  corresponding 
decrease  in  the  extent  to  which  price  ad¬ 
justments  would  have  to  be  limited  to 
less  than  the  rate  of  inflation  to  achieve 
compliance  with  the  adjusted  statutory 
composite  price. 

The  proposed  alternative  of  applying 
all  of  the  available  price  adjustment  to 
the  upper  tier  was  largely  based  upon  the 
need  to  offset  the  substantial  erosion  in 
the  upper  tier  price  level  likely  to  be 
caused  by  the  projected  substantial  drop 
in  the  pr(HX>rtlon  of  lower  tier  crude  oil. 
To  the  extent  that  this  effect  is  not  fdt 
as  fully  as  anticipated,  there  would  be 
less  8UiHXB*t  for  applying  the  available 
price  adjustment  to  the  upper  tier  only. 
However,  this  alternative  has  not  been 
adoi^ed.  and  FEA’s  decision  to  a]:H>ly 
price  adjustments  to  both  tiers  equaUy  is 
justifiable  within  a  broad  range  of  pos¬ 
sible  changes  in  the  production  ratio  of 
lower  tier  and  upper  tier  crude  oU. 

Productimi  projections  are.  of  course, 
subject  to  periodic  revision  to  Incorpo¬ 
rate  new  data  and  FEA  wUl  continue 
periodicaUy  to  revise  Its  projections  of 
domestic  production  throughout  the  re¬ 
mainder  of  the  40-month  crude  oil  price 
program.  Since  the  notice  of  proposed 
rulemaking  was  issued  in  this  proceed¬ 
ing.  FEA  has  revised  the  production  pro¬ 
jections  that  were  presented  In  that  no¬ 
tice.  Actual  data  for  calendar  year  1975, 
such  as  iMroductimi  and  exploratory  drill¬ 
ing  rates  and  leasing  activities,  irera 
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compared  with  the  assxunptlons  that 
were  used  to  make  the  earlier  production 
forecasts.  Based  on  this  reevaluation. 
FEA  has  revised  its  estimates  of  total  do> 
mestlc  production  of  crude  oil  (excluding 
Alaskan  North  Slope  and  Naval  Petrole- 
(im  Reserve  production)  from  8.33,  8.05, 
8.15  and  8.78  MMB/D  at  the  end  of  1975, 
1976,  1977  and  1978,  respectively,  to  8.2, 
7.9,  7.8,  and  8.1  MMB/D  at  the  end  of 
those  years.  This  revision  in  production 
levels  does  not,  however,  alter  the  deci¬ 
sion  of  FEA  with  respect  to  its  meth(xi  of 
applsdng  price  adjustments  to  the  upper 
and  lower  tiers,  since  it  does  not  ch^ge 
significantly  the  proportion  of  lower  tier 
crude  oil  to  total  production,  which  was 
about  60  percent  in  1975  and  which  is 
now  expected  to  be  about  48  percent  in 
1978  rather  than  43  percent  as  estimated 
in  the  notice  of  proposed  rulemaking. 

Various  producers  suggested  that  price 
adjustments  should  be  applied  entirely 
to  the  lower  tier,  or  disproportionately 
in  favor  of  the  lower  tier,  in  order  to  nar¬ 
row  the  gap  betwe^  the  upper  and  lower 
tier  price  levels,  on  the  b^ls  that  this 
w'ould  ease  the  way  for  decontrol  at  the 
end  of  the  39-month  control  period. 

As  noted  above,  the  EPCA  provides  for 
a  40-month  program  of  mandatory  price 
controls  on  crude  oil,  with  various  pro¬ 
visions  for  upward  price  adjustments 
during  that  time  period.  It  is  FEA’s  in¬ 
tention  to  administer  this  40-month  pro¬ 
gram  in  a  manner  that  will  best  facili¬ 
tate  the  transition  to  free  market  pric¬ 
ing  of  crude  oil  at  the  end  of  that  period. 
It  does  not  appear,  however,  that  the  rel¬ 
ative  levels  of  lower  tier  and  upper  tier 
crude  oil  prices  will  be  a  significant  fac¬ 
tor  in  this  regard,  and  FEA’s  principal 
objective  in  Implementing  price  adjust¬ 
ments  xmder  the  amended  EPAA  must 
be  to  maintain  production  levels  or  to 
stimulate  increased  production  to  the 
greatest  extent  possible,  within  the  price 
constraints  imposed  by  law. 

,  B.  FINDINGS 

1.  Lower  Tier  Price  Adjustments.  Sec¬ 
tion  8(b)  of  the  amended  EPAA  provides 
that  “no  amendment’’  to  the  price  regu¬ 
lations  may  permit  “an  increase  in  the 
price  for  any  volume  of  old  crude  oil  pro¬ 
duction’’  from  any  properties,  unless 
findings  are  made  that  the  amendment — 

(A)  will  give  positive  incentives  for  (i)  en¬ 
hanced  recovery  techniques,  or  (U)  deep  ho¬ 
rizon  development,  from  such  properties;  or 

(B)  is  necessary  to  take  into  account  de¬ 
clining  production  from  such  pr<^rties; 
and 

(C)  is  likely  to  result  in  a  level  of  i»*oduc- 
tion  from  such  properties  beyond  that  which 
would  otherwise  occur  if  no  such  amendment 
were  made. 

FEA  finds  that  the  overall  effect  of 
failure  to  maintain  lower  tier  price  levels 
in  constant  dollars  and  to  refiect  a  por¬ 
tion  of  the  available  production  incentive 
adjustment  in  those  prices  will  be  to  dis¬ 
courage  use  of  enhanced  recovery  tech¬ 
niques,  to  neglect  to  take  into  account 
declining  production  from  “old’’  crude 
oil  properties,  and  to  reduce  the  overall 
-  levd  of  production  from  properties  pro- 
ductaig  “old’*  crude  oil  below  what  would 


occur  if  the  price  of  “old”  crude  oil  were 
Increased. 

There  are  several  specific  situations  in 
which  erosion  present  lower  tier  price 
levels  in  constant  dollars  will  have  the 
effect  of  discouraging  use  of  enhanced 
recovery  techniques,  of  falling  to  take 
into  account  declining  production,  and  of 
reducing  the  overall  level  of  production 
from  properties  producing  lower  tier 
crude  oil. 

Phr  example,  production  may  become 
marginally  economic  at  levels  of  produc¬ 
tion  decline  approaching  10  barrels  per 
well  per  day  or  at  levels  of  production 
well  above  that  amount.  As  to  those  prop¬ 
erties  that  are  approaching  the  stripper 
well  lease  category,  lack  of  lower  tier  up¬ 
ward  price  adjustments  would  provide  an 
incentive  for  producers  to  forego  well 
work-overs  and  other  means  of  enhanc¬ 
ing  production  in  order  to  reach  the 
striiH>er  well  lease  rate  of  production  at 
an  earlier  date.  In  such  cases,  greater  net 
returns  might  be  realized  by  the  pro¬ 
ducer  over  the  40-month  crude  oil  price 
control  program  by  not  taking  any  ac¬ 
tion  to  enhance  production,  even  though 
“old”  crude  oil  production  were  to  de¬ 
cline  significantly  and  the  stripper  well 
level  of  production  were  not  to  be 
reached  for  several  years.  Failure  to 
provide  lower-tier  price  adjustments 
would  therefore  tend  to  reduce  the  in¬ 
centive  for  maximizing  lower  tier  produc¬ 
tion  and  would  contribute  directly  to  re¬ 
duced  total  domestic  production.  How¬ 
ever,  price  adjustments  to  refiect  the 
impact  of  Infiation  and  to  provide  addi¬ 
tional  production  incentives  would  tend 
to  forestall  or  discoiuage  production  de¬ 
cline  to  stripper  well  status,  since  en¬ 
hanced  production  of  “old”  crude  oil 
would  at  least  earn  returns  equivalent  in 
constant  dollars  to  today’s  “old”  crude 
oil  prices  even  if  production  were  not 
sufficient  to  exceed  the  BPCL.  Such  price 
adjustments  are  therefore  necessaiy  to 
take  into  account  the  effect  of  the  de¬ 
clining  production  in  these  properties. 

With  respect  to  properties  that  reach 
their  economic  limits  at  levels  of  pro¬ 
duction  well  above  the  stripper  well  lease 
level  of  10  barrels  per  well  per  day,  pro¬ 
ducers  would,  of  course,  tend  to  aban¬ 
don  production  from  such  properties  al¬ 
together.  Failm%  to  provide  lower-tier 
price  adjustments  in  such  circumstances 
would  reduce  the  productive  life  of  such 
properties  and  would  contribute  directly 
to  reduced  domestic  production.  On  the 
other  hand,  price  adjustments  to  refiect 
the  impEu;t  of  infiation  and  to  provide 
additional  production  incentives  will 
forestall  or  discourage  abandonment  of 
production  from  such  properties  by  tak¬ 
ing  into  account  the  fact  that  declining 
production  is  causing  such  properties  to 
reach  their  economic  limits  sooner  at  ex¬ 
isting  lower  tier  price  levels  than  would 
be  the  case  at  adjusted  price  levels. 

In  cases  in  which  production  is  sub¬ 
stantially  above  10  barrels  per  well  per 
day  but  below  the  BPCTi,  the  producer 
will,  of  course,  continue  production  from 
such  properties  without  upward  price  ad¬ 
justments  as  long  as  the  economic  re¬ 
turns  for  continued  production  are  ade¬ 


quate.  However,  the  knowledge  that  low¬ 
er  tier  price  levels  would  continue  to 
erode  in  constant  dollars  over  the  next  39 
months  would  imdoubtedly  discourage 
expenditures  for  well  work-overs,  en¬ 
hanced  recovery  techniques,  or  other 
means  to  improve  production  levels 
which  might  otherwise  be  taken  to  sus¬ 
tain  production  even  though  they  might 
not  result  in  any  upper  tier  crude  oil  pro¬ 
duction.  While  FEA’s  BPCL-adjustment 
program  will  improve  existing  incentives 
for  enhanced  recovery  in  order  to  reach 
upper  tier  price  levels,  it  has  no  impact 
on  properties  which  cannot  produce  any¬ 
thing  but  lower-tier  crude  oil,  and  does 
not  compensate  for  erosion  of  lower  tier 
prices  in  real  dollars  or  provide  incen¬ 
tives  for  enhanced  recoverj*  in  such  cases. 

In  light  of  these  considerations,  it  is 
clear  that  the  BPCT.-adjustment  pro¬ 
gram  does  not  in  itself  answer  all  incen¬ 
tive  needs  and  that  adjustments  to  the 
lower  tier  price  levels  will  provide  fm- 
ther  “positive  incentives”  for  enhanced 
recovery  as  weU  as  take  into  account  the 
impact  of  the  declining  production  on 
properties  producing  “old”  crude  oil. 

Moreover  the  incentives  provided  by 
FEA  prior  to  implementation  of  the  crude 
oil  pricing  policy  under  the  E3*CA  in¬ 
cluded  a  provision  whereby  every  barrel 
of  “new”  crude  oil  production  achieved 
from  the  property  concerned  entitled  the 
producer  to  “release”  a  corresponding 
barrel  from  the  “old”  crude  oil  category 
and  sell  it  as  “new”  crude  oil.  This  spe¬ 
cial  incentive  refiected,  in  part,  the  fact 
that  (1)  a  substantial  portion  of  the 
incremental  production  often  had  to  be 
sold  as  "old”  crude  oil  before  the  BPCL 
was  reached  (if  at  all) ,  and  (2)  enhanced 
recovery  generally  involved  considerable 
planning,  investment  and  lead-time  be¬ 
fore  production  levels  could  be  improved. 
These  factors  indicated  that  a  strong  in¬ 
centive  for  reaching  and  exceeding  the 
BPCL  had  to  be  provided.  While  the  new 
BPCL-adjustment  program  will  substan¬ 
tially  alleviate  the  diminished  incentive 
resulting  in  many  cases  from  a  BPCL  too 
far  above  cmrent  levels  of  production, 
the  BPCL  adjustment  program  cannot 
redu<^  the  typical  delay  of  one  to  three 
years  after  enhanced  recovery  operations 
are  imdertaken  before  significant  incre¬ 
mental  production  is  achieved,  in  view  of 
the  (capital  required  in  advance  to  cover 
the  costs  of  such  programs.  Incentives 
are  therefore  needed  in  order  to  continue 
to  stimulate  interest  in  undertaking 
such  programs,  and  such  incentives  must 
Include  adoption  of  a  BPCL-reduction 
program  as  well  as  adjustment  to  lower 
tier  price  levels  at  least  to  maintain  those 
prices  in  constant  dollars. 

As  noted  above,  FEA  further  finds  that 
erosion  of  real  prices,  coupled  with  de¬ 
clining  production  levels  and  increases 
in  certain  fixed  (HTerating  costs,  will  re¬ 
sult  in  such  diminished  returns  to  many 
producers  of  crude  oil  as  to  dls(M>urage 
Investment  in  the  normal  maintenance 
and  well  woric-over  programs  necessary 
to  continue  lower  tier  crude  oil  produc¬ 
tion.  Therefore,  maintenance  of  lower 
tier  price  levels  at  least  at  constant  dol¬ 
lars  is  likely  to  result  In  levels  of  pro- 
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duction  above  those  which  would  occur 
If  no  price  adjustmoiU  were  made. 

As  previously  noted.  FEA  price  adjust¬ 
ment  to  the  lower  tier  includes  a  portion 
of  the  S  percent  production  incentive 
initially,  in  addition  to  the  Inflation  ad- 
jiustment.  As  production  shifts  from  pre¬ 
dominantly  lower  tier  to  predominantly 
upper  tier,  FEA  projections  indicate  that 
it  will  be  necessary  to  graJually  apply 
the  production  incentive  adjustment  to 
the  composite  price  simply  to  accoimt  for 
the  increasing  proportion  of  domestic 
crude  oil  that  falls  into  the  upper  tier 
category,  and  that  a  portion  of  the  in¬ 
flation  adjustment  that  would  otherwise 
be  applied  to  the  lower  tier  will  very 
likely  also  need  to  be  used  instead  to  ac¬ 
count  for  this  shift  in  proportions,  in 
order  to  maintain  the  upper  tier  price 
levels  in  constant  dollars.  Iherefore,  the 
degree  to  which  the  production  incentive 
adjustment  will  actually  be  reflected  in 
lower  tier  prices  and  for  how  long  is  not 
clear  at  this  time,  nor  is  it  clear  to  what 
extent  application  of  the  full  inflation 
adjustment  to  lower  tier  prices  will  ul¬ 
timately  be  restricted  by  the  adjusted 
statutory  composite  price.  However,  FEA 
finds  that,  in  view  of  all  of  the  considera¬ 
tions  noted  above,  the  full  price  adjust¬ 
ment  afforded  to  the  lower  tier  by  today’s 
amendments.  Including  a  portion  of  the 
additional  production  incentive,  will  give 
positive  incentives  for  implementation  of 
enhanced  recovery  techniques,  is  neces¬ 
sary  to  take  account  of  declining  produc¬ 
tion,  and  is  likely  to  result  in  a  level  of 
production  frcHn  properties  producing 
lower  tier  crude  oil  above  that  which 
would  occur  in  the  absence  of  the  price 
adjustments  authorized  under  today’s 
amendments.  FEA  believes  that  the  ap¬ 
plication  of  part  of  the  production  in¬ 
centive  adjustment  to  lower  tier  prices  is 
particularly  warranted  in  view  of  the 
fact  that  it  has  been  over  two  years  since 
any  r\djustment  to  “old”  crude  oil  prices 
has  been  made.  During  that  period,  “old” 
crude  oil  prices  have,  of  course,  actually 
been  declining  in  constant  dollar  terms, 
and  the  amount  of  incentive  provided 
under  the  price  regrilations  to  produce 
"old”  crude  oil  has  correspondingly  de¬ 
clined  over  that  more  than  two-year 
period. 

2.  Price  Adjustments  to  Provide  Pro¬ 
duction  Incentives.  Section  8(d)  of  the 
amended  EPAA  provides  that  the  3  per¬ 
cent  price  adjustment  as  a  production  in¬ 
centive  may  be  applied  rally  up  a  finding 

•  •  •  that  such  an  adjustment  Is  likely 
to  provide  positive  Incentive  for — 

(A)  the  discovery  or  development  of  high 
cost  and  high  risk  properties  (Including  new 
wildcat  properties,  and  properties  located 
on  the  Outer  Continental  Shelf,  properties 
located  north  of  the  Arctic  Circle,  deep  wells 
and  deep  horizons  in  onshore  or  offshore 
properties,  and*  properties  operated  by  Inde¬ 
pendent  producers); 

(B)  the  application  of  enhanced  recovery 
techniques  to  producing  properties  to  obtain 
a  level  of  production  higher  than  would 
otherwise  occur  fr(Hn  those  properties  but  for 
each  adjustment;  or 

(C)  sustaining  production  from  marginal 
wells.  Including  production  from  stripper 
wells. 


FEA  finds  that  the  3  percent  price  ad¬ 
justment  as  a  production  incentive  is 
likely  to  provide  positive  Incentive  for 
(1)  the  development  of  high  cost/high 
risk  properties,  (2)  the  application  of  en¬ 
hanced  recovery  techniques  to  producing 
properties  to  obtain  a  level  of  produc¬ 
tion  higher  than  would  occur  from  such 
properties  in  the  absence  of  that  price 
adjustmrait,  and  (3)  sustaining  produc¬ 
tion  from  marginal  wells,  including  strip¬ 
per  wells.  This  finding  is  based,  in  part, 
upon  the  foregoing  analysis  supporting 
the  price  adjustments  to  the  lower  tier, 
and,  in  part,  upon  the  considerations 
which  follow. 

FEA  makes  the  following  findings  con¬ 
cerning  crude  oil  prices;  (1)  the  upper 
tier  price  level  provides  an  Important 
incentive  for  producers  operating  prop¬ 
erties  producing  crude  oil  below  the 
BPCL  to  undertake  enhanced  recovery 
programs  and  for  the  development  of  new 
oil-producing  properties;  (2)  as  discussed 
in  Section  II.A,  above,  there  will  be  an 
inevitable  decline  in  the  relative  pro¬ 
portion  of  lower  tier  or  “old”  crude  oil 
to  total  production,  although  the  degree 
of  this  effect  is  uncertain;  (3)  because 
the  adjusted  statutory  composite  price 
limitation  applies  to  the  weighted  aver- 
8ige  of  the  two  tier  levels,  the  decline  in 
the  proportion  of  lower  tier  crude  oil 
will  exert  a  significant  downward  pull 
on  upper  tier  prices;  (4)  use  of  the  maxi¬ 
mum  3  percent  production  Incentive  is 
necessary  to  counteract  this  downward 
pull  so  that  the  upper  tier  price  incen¬ 
tive  will  continue  to  be  as  effective  an 
inducement  to  enhanced  recovery  from 
existing  properties  and  as  effective  a 
stimulant  to  development  of  new  oil- 
producing  properties. 

FEA  projections  indicate  that  the 
downward  pull  on  upper  tier  prices  re¬ 
sulting  from  changes  in  the  proportion 
of  upper  tier  crude  oil  may  be  such  that 
the  entire  3  percent  production  incentive, 
as  well  as  a  portion  of  the  Inflation  ad¬ 
justment,  may  be  lost  to  this  effect  and 
to  the  requirement  to  comply  with  the 
adjusted  statutory  composite  price. 
Therefore,  FEA  concludes  that  even  ap¬ 
plying  the  full  amount  of  the  3  percent 
production  incentive  may  not  be  suf¬ 
ficient  to  maintain  the  value  of  the  im¬ 
portant  upper  tier  price  incentive  in 
constant  dollars.  For  this  reason,  FEA 
has  determined  to  apply  the  available 
price  adjustment  between  the  two  tier 
levels  in  such  a  manner  that  the  upper 
tier  price  level  will  be  maintained  in 
constant  dollars  even  if  this  means  a  de¬ 
terioration  of  the  lower  tier  price  in 
real  terms.  Lower  tier  prices  would  not, 
of  course,  be  reduced  in  nominal  terms. 

It  is  clear  from  the  discussion  of  lower- 
tier  price  adjustments  in  Section  II.B.l 
and  the  discussion  of  BPCTi  adjustments 
in  Section  III  that  the  attractiveness  of 
the  upper  tier  price  level  operates  to 
stimulate  production  from  existing  prop¬ 
erties  through  enhanced  recovery  meth¬ 
ods,  in  order  to  reach  and  exceed  the 
BPCffj  (provided  the  BPC7L  is  adjusted 
periodically  to  keep  it  in  line  with  natural 
production  decline  rates).  The  attrac¬ 
tiveness  of  the  upper  tier  price  level  is 


also  a  function  of  the  degree  to  which 
discovery  and  development  of  new 
sources  of  crude  Oil  are  pursued.  As 
pointed  out  in  the  notice  of  proposed 
rulemaking,  most  of  the  sources  of  new 
domestic  crude  oil  are  in  remote  loca¬ 
tions,  such  as  the  continental  shelf  and 
within  the  Arctic  Cflrcle,  which  Involve 
high  risks  and  substantially  higher  costs. 
Much  of  the  fimds  necessary  to  finance 
development  of  such  sources  of  new  crude 
oil  must  come  from  internally-generated 
resources,  and  the  extent  of  those  re¬ 
sources  depends  to  a  substantial  degree 
on  upper  tier  price  levels.  Moreover,  the 
availability  of  external  capital  depends 
more  upon  the  value  of  existing  proper¬ 
ties  owned  or  operated  by  the  producer 
than  on  high-risk,  unproven  sources  of 
new  crude  oil. 

FEA  received  several  comments,  as  in¬ 
dicated  in  Section  II.A..  above,  that  some 
stripper  properties  would  have  to  be  shut 
in  imless  most  or  all  of  the  available 
price  adjustment  is  applied  to  the  upper 
tier  only.  As  also  indicated,  one  factor 
contributing  to  FEA’s  decision  to  apply 
the  price  adjustments  to  both  tier  levels 
is  the  existence  of  marginal  properties 
subject  to  the  lower  tier  price  limit  as 
well  as  the  existence  of  marginal  strip¬ 
per  properties.  FEA  believes  that  its 
method  of  applying  price  adjustments  to 
both  tiers  will  tend  to  forestall  or  post¬ 
pone  abandonment  of  all  such  properties. 
Therefore,  the  3  percent  price  adjust¬ 
ment  as  a  production  incentive  will  help 
to  sustain  production  from  marginal 
wells,  including  production  from  stripper 
wells. 

III.  BPCL  Adjustments 

As  noted  above,  the  amendments 
adopted  today  essentially  provide  for  the 
BPCTj  adjustments  as  proposed  by  the 
FEA  in  its  notice  of  proposed  rulemaking, 
with  certain  modifications.  Those  modifi¬ 
cations,  and  the  reasons  therefor,  are 
explained  in  this  section. 

In  order  to  keep  the  BPCL  within  close 
reach  for  properties  producing  below  the 
BPCL  level  and  experiencing  declining 
production  rates,  FEA  proposed  to  per¬ 
mit  the  BPCTi  for  properties  from  which 
no  “new”  or  upper  tier  crude  oil  has  been 
produced  since  1973  to  be  adjusted  down¬ 
ward,  on  a  semi-annual  basis  beginning 
July  1,  1976,  to  reflect  the  decline  rate 
of  the  property  concerned.  It  was  pro¬ 
posed  that  the  average  annual  decline 
rate  be  determined  initially  by  subtract¬ 
ing  total  amoimts  produced  and  sold  in 
1975  from  total  amoimts  produced  and 
sold  in  1972.  ’The  difference,  divided  by 
three  and  stated  as  a  percentage  of  the 
amount  produced  and  sold  in  1972,  is  the 
annual  rate  of  production  decline.  It  was 
also  proposed  that  the  1972-75  base  be 
“roll^  fom’ard”  one  year  each  July,  so 
that  the  base  for  decline  rate  measure¬ 
ments  would  be  1973-76  beginning  July 
1,  1977  and  1974-77  beginning  July  1, 
1978. 

FEA  suggested  that,  in  order  to  sim¬ 
plify  administration  of  the  BPCL  adjust¬ 
ment  program,  a  system  of  semi-annual 
adjustments  to  the  BPCjL  would  be  pref- 
er^le  to  progressive  monthly  reductions. 
It  was  proposed  that,  for  each  six-month 
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period  commencing  aita*  June  30,  1976, 
the  BPCL  for  the  month  concerned  be 
reduced  by  an  amount  equal  to  one-half 
the  annual  percentage  rate  of  decline  for 
the  property  concerned. 

It  was  further  proposed  that  some 
maximum  and  minimiun  limits  might  be 
placed  on  the  range  of  decline  rates 
usable. 

FEA  noted  that  without  the  proposal 
for  declining  BPCIis,  the  built-in  in¬ 
centive  for  increased  production  af¬ 
forded  by  upper  tier  price  levels  would 
gradually  weaken  or  become  ineffective, 
with  respect  to  properties  whose  produc- 
ticm  Is  bdow  the  BPCL  level  and  de¬ 
clining.  The  proposal  to  provide  for  re¬ 
ductions  In  BPCLe  to  correspond  to  ac¬ 
tual  decline  rates  was  therefore  de¬ 
signed  to  augment  the  effectiveness  of 
upper  tier  price  levels  as  a  stimulant 
to  Increased  production  through  en¬ 
hanced  recovery  techniques  or  further 
development. 

Sevmd  firms  commented  that  the 
BPCL  reduction  program  may  Indeed 
stimulate  Increased  production,  or  at 
least  lessen  the  rate  of  decline  in  pro¬ 
duction.  for  properties  now  producing 
only  lower  tier  crude  oil.  It  was  pointed 
out,  however,  that  FEA*s  proposal  to 
“roll  forward”  every  year  the  four-year 
base  upon  which  the  decline  rate  is  cal¬ 
culated  might  be  detrimental  to  achieve¬ 
ment  of  Increased  production  since  the 
more  a  producer  was  able  to  improve 
production  levels  in  1976, 1977  and  1978, 
the  more  the  program  would  operate  to 
progressively  reduce  the  BPCL  adjust¬ 
ment  available. 

FEA  has  concluded  that  the  “roll  for¬ 
ward”  provision  would  tend  to  discour¬ 
age  Improvemoits  in  production  since 
It  would  tend  to  eliminate  Incentives 
for  those  producers  which  pursue  en¬ 
hanced  recovery  programs  most  actively 
whfle  maintaining  Incentives  for  those 
producers  which  do  nothing  to  stem  ot 
moderate  production  declines.  There¬ 
fore,  the  BPCL-reduction  amendment 
adopted  today  does  not  contain  a  “roll 
forward”  provision.  Under  the  new 
i  212.76,  the  decline  rate  is  determined 
In  all  cases  by  subtracting  the  total 
amount  of  crude  oU  produced  and  sold 
from  the  property  concerned  In  1975 
from  that'  prc^Terty’s  total  amount  of 
crude  oil  produced  and  sold  In  1972.  The 
result,  expressed  as  a  percentage  of  the 
total  1972  sales,  is  divided  by  3  to  obtain 
the  annual  rate  of  production  decline 
applicable  to  the  property  concerned. 

It  was  also  pointed  out  by  several 
firms  that  a  similar  inequity  may  result 
as  between  those  producers  which  under¬ 
took  enhanced  recovery  or  well  improve¬ 
ment  programs  during  1972-75  (and 
thus  moderated  or  even  eliminated  pro¬ 
duction  decline  for  affected  properties) 
and  those  producers  which  took  no  st^s 
to  abate  production  decline  or  to  reduce 
the  rate  of  decline  during  1972-75.  In 
other  words,  the  choice  of  1972-75  as  the 
base  period  for  measuring  actual  produc¬ 
tion  declines  will  result  in  comparatively 
reduced  Incentives  and  comparatively 
reduced  Income  for  producers  which  took 
action  to  Increase  output  during  1972- 


75,  simply  because  they  did  increase 
output  during  that  period. 

The  choice  of  any  one  base  period  for 
price  control  purposes  often  has  results 
of  this  character.  However,  it  is  not  al- 
wa3^  possible  to  eliminate  all  such  re¬ 
sults  by  substantive  regidation.  FEA  does 
not  believe,  for  example,  that  a  regula¬ 
tion  to  provide  for  use  of  a  national  aver¬ 
age  decline  rate  in  these  cases  would 
solve  th.}  problem,  for,  as  noted  in  the 
notice  of  proposed  rulemaking,  natiu^ 
decline  rates  (the  decline  rate  in  the 
absence  of  enhanced  recovery  or  other 
special  programs)  appear  to  vary  widely. 
The  chances  are  that  the  any  specified 
national  average  decline  rate  would  not 
approximate  the  natural  decline  rate  of 
the  property  concerned.  Alternatively,  it 
appears  that  there  would  be  substantial 
technical  difficulties  in  attempting  to  de¬ 
termine  what  the  actual  decline  rate  for 
each  such  property  would  have  been  in 
the  absence  of  enhanced  recovery  or  im¬ 
provement  programs,  not  to  mention  the 
problem  of  determining  which  produc¬ 
tion  activities  shoxild  be  characterized  as 
routine  maintenance  and  work -over  ac¬ 
tivities  and  which  should  be  classified  as 
“enhanced  recovery”  or  other  special 
programs  designed  to  achieve  “new” 
crude  oil  production.  Furthermore,  the 
possibility  of  providing  by  regulation  that 
the  base  period  for  this  purpose  shall  be 
the  three-year  period  immediately  pre¬ 
ceding  implonentatlon  of  an  enhanced 
recovery  program  suffers  from  the  defect 
that  it  would  apply  a  decline  rate  in  cer¬ 
tain  cases  which  bears  no  relationship 
to  recent  production  histories  of  the 
properties  ccmcemed.  Producers  which 
experi^ced  a  fairly  steady  rate  of  de¬ 
cline  (say  15  percent  annually)  until 
1960,  for  example,  and  thereafter 
through  enhanced  recovery  action  were 
able  to  hold  production  at  or  Just  short 
of  1960  production  levels,  and  continue  to 
so  maintain  production  levels  today, 
would  be  able  to  convert  about  15  per¬ 
cent  of  production  from  lower  tier  to 
upper  tier  every  year  if  they  were  au¬ 
thorized  to  use  1957-60  as  a  base  period 
for  determining  decline  rate  for  BPCL- 
adjustment  purposes.  In  light  of  the  pur¬ 
pose  of  the  BPCL  adjustment  program, 
there  would  be  no  Justification  for  the 
result  in  the  example  given  above. 

In  view  of  these  conslderatims  and 
problems,  FEA  has  not  provided  in  the 
amendments  adopted  today  any  special 
method  of  calculating  the  decline  rate 
for  properties  whose  production  levels 
duri^  1972-75  refiected  the  effects  of 
enhanced  recovery  programs.  However, 
since  the  BPCL  adjustment  program  will 
not  begin  imtil  July  1,  1976,  FEA  hereby 
continues  the  present  rulemaking  pro¬ 
ceeding  in  order  to  examine  this  question 
in  greater  detail.  Written  comments, 
limited  to  this  question  only,  must  be 
received  not  later  than  May  14,  1976,  in 
accordance  with  the  rules  and  procedures 
(except  as  relate  to  the  closing  date)  ap¬ 
plicable  to  this  proceeding  as  set  forth 
in  the  notice  of  proposed  rulemaking  of 
March  4.  Cmnments  are  requested  on  a 
proposal  to  limit  further  BPCL-adJust- 
ment  modification  to  cases  in  which  en¬ 


hanced  recovery  was  imdertaken  between 
August  15.  1973  and  December  31,  1975, 
since  enhanced  recovery  which  occurred 
before  that  time  was  undertaken  without 
reliance  on  the  two-tier  price  incentive 
rules.  The  base  years  under  this  pro¬ 
posal  would  be  the  four  years  Just  prior 
to  enhanced  recovery — that  is,  if  en¬ 
hanced  recovery  began  in  1973,  the  base 
years  would  be  1969-72;  if  In  1974,  1970- 
73;  if  in  1975,  1971-74.  Should  FEA  de¬ 
termine,  after  review  of  written  com¬ 
ments  received,  that  a  modification  in 
the  BPCL-adJustment  regulation  in  this 
respect  is  appropriate,  final  action  will 
be  taken  prior  to  July  1,  1976. 

Several  producers  proposed  modifica¬ 
tions  in  the  manner  in  which  the  decline 
rate,  once  determined,  is  applied  to 
reduce  the  BPCL.  These  proposals  were 
designed  to  bring  the  adjusted  BPCL  as 
close  as  possible  to  the  actual  production 
decline  curve  for  typical  properties.  It 
was  proposed  that:  (1)  the  a^ustment 
for  the  first  semi-annual  adjustment 
period  under  the  program,  July-Decem- 
ber,  1976,  be  based  on  the  full  annual  rate 
of  decline  rather  than  one-half  the  rate 
of  decline  as  proposed;  (2)  cumulative 
deficiencies  be  eliminated  periodically; 
and  (3)  no  maximum  or  minimum  pro¬ 
duction  decline  levels  be  established. 

Before  discussing  the  first  two  of  these 
proposed  changes,  it  is  necessary  brlefiy 
to  explain  the  FEA’s  “current  cumula¬ 
tive  deficiency"  (“CCD”)  concept. 
Under  the  regulations  effective  Febru¬ 
ary  1.  1976,  the  definition  of  CCD  pro¬ 
vides  that,  after  the  first  month  subse¬ 
quent  to  January  31,  1976,  in  which 
“new”  crude  oil  is  produced  and  sold 
(i.e.,  the  first  month  in  which  the  BPCL 
for  that  property  was  exceeded),  any 
“shortfalls”  of  production  and  sale  be¬ 
low  the  BPCL  in  any  subsequent  months 
must  be  accumulated  and  subtracted 
from  total  production  and  sale,  for  pur¬ 
poses  of  determining  whether  total  pro¬ 
duction  and  sale  in  any  month  once  again 
exceeds  the  BPCL.  To  the  extent  that 
there  are  any  subsequent  months  in 
which  the  BPCL  is  exceeded,  but  the 
amounts  of  excess  production  are  not 
penqitted  to  be  sold  as  “new"  crude  oil 
because  of  the  requirement  to  subtract 
the  CCD  from  total  production,  the  CCD 
is  reduced  by  those  amounts. 

The  CCD  requirement  thus  serves,  over 
time,  to  Insme  that  upper  tier  prices  are 
afforded  only  to  the  cumulative  amount 
by  which  production  and  sale  from  a 
property  exceeds  its  BPCTj.  It  may  also, 
however,  make  it  more  difficult  to  reach 
the  BPCL  and  sell  crude  oil  at  upper  tier 
prices,  whether  or  not  the  BPCL  is  ad¬ 
justed  downward,  in  cases  where  the 
BPCL  is  exceeded  in  one  month,  but  is 
not  exceeded  again  for  several  months. 

Crude  oil  production  and  sale  from  a 
property  normally  fiuctuates  from  month 
to  month  rather  than  yielding  a  smooth 
production  profile.  In  proposing  a  BPCL 
reduction  formffia  which  brings  the 
BPCL  substantially  doser  to  actual  cur¬ 
rent  production  levds  but  does  not  actu¬ 
ally  coincide  with  ttie  current  production 
decline  “curve,"  FEA  sought  to  take  into 
account  the  typical  “sawtooth”  charac- 
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ter  of  the  production  decline  “curve.” 
That  Is,  a  BPCL-reductlon  formula 
which  assumes  a  smooth  production  de¬ 
cline  “curve"  and  which  reduces  the 
BEHUj  level  to  points  on  or  very  near 
that  “curve”  may  produce  one  of  sev¬ 
eral  unintended  results:  (1)  it  may  trig¬ 
ger  early  applicability  of  the  CCD  re¬ 
quirement  by  resulting  in  production  of 
“new”  crude  oil  for  the  first  time  in  a 
month  in  which  production  was  unusu¬ 
ally  high,  but  not  as  a  result  of  any 
steps  taken  to  increase  production,  and 
(2)  it  may  result  in  “new”  crude  oil 
merely  through  excessive  reduction  in 
the  BPCL  rather  than  by  as  a  result  of 
any  steps  taken  to  stimulate  additional 
production. 

Because  of  the  foregoing  considera¬ 
tions,  FEA  purposely  provided  in  its  pro¬ 
posed  BPCL-reduction  formula  that  the 
adjustment  for  the  first  semi-annual  pe¬ 
riod  (July-December)  would  be  at  one- 
half  of  the  annual  production  decline 
rate,  even  tiiough  (as  pointed  out  in  sev¬ 
eral  of  the  comments  received)  the  first 
semi-annual  reduction  in  the  BPCL  is 
one  full  year  from  July,  1975.  Since  the 
BPCL  under  current  regulations  is  the 
monthly  average  production  and  sale  for 
the  property  concerned  in  calendar  1975, 
assuml^  a  constant  rate  of  decline,  the 
BPCL  for  July,  1976,  would  approximate 
the  production  and  sale  of  that  property 
for  July  1975,  and  application  of  a  full 
annual  rate  of  production  decline  would 
be  necessary  to  reduce  the  July,  1976 
BPCL  to  coincide  with  that  rate  of 
decline. 

Upon  reconsideration,  FEA  has  con¬ 
cluded  that  it  is  possible  to  adjust  the 
BPCL  for  the  first  semi-annual  period  to 
a  level  somewhat  closer  to  the  decline 
“curve.”  Therefore,  in  the  amendments 
adopted  today,  FTIA  has  provided  that  the 
BPCL  may  be  adjusted  during  this  period 
by  three-fourths  of  the  aimual  percent¬ 
age  rate  of  decline  for  the  property  con¬ 
cerned.  However,  for  the  reasons  noted 
above,  FEA  has  not  provided  for  any  pe¬ 
riodic  elimination  of  the  CCD  require¬ 
ment.  In  other  words,  there  is  no  change 
in  the  first  stage  refipilatlon  amendments 
adopted  effective  February  1, 1976,  which 
provide  that  the  CCD  requirement  con¬ 
tinues  in  effect,  but  that  cumulative  de¬ 
ficiencies  accumulated  prior  to  Febru¬ 
ary  1,  1976,  are  not  required  to  be  taken 
into  accoimt  in  applying  the  CCD  re¬ 
quirement  with  respect  to  crude  oil  pro¬ 
duced  and  sold  after  January  31, 1976. 

Many  producers  commented  that  there 
was  either  no  Justification  for  minimmn 
or  maximum  decline  limits  (2  percent 
and  25  percent  per  year  were  suggested 
by  FEA  as  possible  minimum  and  maxi¬ 
mum  decline  rates,  respectively)  or  that 
there  was  no  Justification  for  a  maxi¬ 
mum  limit.  In  view  of  the  apparent  lack 
of  support  for  this  proposal,  FEA  has 
omitted  any  provision  for  minimum  or 
maximum  decline  rate  Units  in  the  reg¬ 
ulation  amendments  adopted  today. 

Several  comments  were  received  sug¬ 
gesting  that  a  national  average  decline 
rate  be  used  for  every  property  rather 
than  the  actual  decline  rate  for  each 


property  as  proposed.  However,  FEA 
pointed  out  in  its  notice  of  proposed 
rulemaking  that 

Data  available  to  FEA  indicates  that  pro¬ 
duction  decline  rates  vary  considerably 
among  properties,  with  no  significant  sta¬ 
tistical  clustering  of  decline  rates  at  a  par- 
tlcxilar  level  or  levels.  Thus,  to  use  a  single 
decUne  rate  appUcable  to  all  declining  prop¬ 
erties  for  BPCL  adjustment  pmposes,  based 
on  a  national  average  production  decline 
rate,  would  i^pear  to  provide  an  undue  wind¬ 
fall  in  those  cases  where  the  natural  decline 
rate  Is  less  than  the  average,  and  too  small 
an  adjustment  to  be  meaningful  In  those 
cases  where  the  natural  rate  of  decline  Is 
significantly  In  excess  of  the  national  average 
rate.  FEA  has  tentatively  concluded,  there¬ 
fore,  that  the  most  equitable  and  most  ef¬ 
fective  means  of  adjusting  the  BPCL  to  keep 
It  within  reach  as  an  Incentive  toward  en¬ 
hanced  recovery  programs  Is  to  permit  each 
property’s  BPCL  to  be  adjusted  to  reflect  Its 
particular  rate  of  decline. 

None  of  the  comments  received  pro¬ 
vided  convincing  reasons  for  altering  the 
foregoing  tentative  conclusion.  In  ad¬ 
dition,  most  of  the  producers  which  fa¬ 
vored  a  national  average  decline  rate 
concept  did  so  because  of  problems  they 
raised  with  respect  to  FEA’s  proposed 
BPCL-adJustment  regulations  which 
have  been  substantially  alleviated  by  the 
modified  BPCL-adJustment  regulations 
adopted  today.  For  these  reasons,  the 
national  average  decline  rate  concept  was 
not  adopted  by  FEA. 

The  question  was  raised  whether  the 
BPCTj  adjustments  would  continue  to  be 
made  every  six  months  after  enhanced 
recovery  or  other  improvements  resulted 
in  increased  production  above  the  BPCL. 
It  was  feared  that,  if  the  BPCL  was 
permanently  frozen  at  this  point,  the 
normal  decline  rate  which  typically  re¬ 
sumes  after  application  of  enhanced  re¬ 
covery  techniques  would  soon  place  the 
producer  concerned  once  again  in  the 
position  of  declining  below  a  fixed  BPCL 
with  ever-diminishing  opportunity  to 
reach  that  level  again. 

The  regulations  as  proposed  and  as 
adopted  today  in  SS  212.76(a)  (1)  and 
(2)  explain  the  circumstances  under 
which  properties  initially  qualify  for 
BPCL  adjustments.  There  are  no  provi¬ 
sions  for  termination  of  or  disqualifica¬ 
tion  from  further  BPCTj  adjustments. 
Therefore,  once  a  property  qualifies  for 
BPCTi  adjustments  it  may  continue  to 
adjust  its  BPCTj’s  every  six  months  in 
accordance  with  9  212.76. 

FEA  was  also  asked  to  make  the  BPCL- 
adJustment  procedure  available  to  all 
properties  on  an  equal  basis,  regardless 
of  whether  the  property  concerned  pro¬ 
duces  or  has  produced  “new”  crude  oil. 
Under  the  BPCL-adJustment  rules  as 
proposed,  only  properties  from  which  no 
“new”  crude  oil  was  produced  during 
the  18-month  period  prior  to  June  30, 
1976,  qualified  for  BPCL  adjustments 
initially.  Other  properties  could  qualify 
as  early  as  January  1, 1977,  under  a  rule 
which  provided  that  qualification  com¬ 
menced  as  soon  as  total  production  in  a 
six-month  semi-annual  period  fell  short 
of  the  sum  of  the  monthly  BPCLs  for 
that  period. 


In  the  regmlation  amendments  adopted 
today.  FEA  has  made  no  change  in  the 
proposed  rules  which  would  permit  all 
properties  to  qualify  for  BPCL  adjust¬ 
ment  without  limitation  as  to  “new” 
crude  oil  production.  The  BPCTj-adJust- 
ment  program  is  a  means  which  FEA  has 
foimd  to  be  necessary  to  Improve  or 
maintain  the  production  incentive  af¬ 
forded  by  the  upper  tier  or  “new”  crude 
oil  concept,  for  properties  for  which  this 
incentive  would  otherwise  become  in¬ 
creasingly  remote  or  ineffective  due  to 
production  declining  below  the  BPCTi. 
While  it  is  true  that  properties  produc¬ 
ing  upper  tier  crude  oil  may  have  decline 
rates  which  are  very  similar  to  prop¬ 
erties  producing  only  lower  tier  crude 
oil.  and  that  the  additional  barrels  of 
upper  tier  production  which  BPCL  ad¬ 
justment  would  bring  to  these  properties 
would  yield  additional  revenues  which 
might  be  employed  to  develop  new  pro¬ 
duction  elsewhere,  nevertheless  BPCL 
adjustments  in  these  cases  would  be  in¬ 
consistent  with  the  specific  purpose  for 
which  the  BPC7L  adjustment  program  is 
intended.  Therefore,  it  Is  in  full  con¬ 
formity  with  the  limited  purpose  of  the 
BPCHj  adjustment  program,  as  well  as 
with  the  general  concept  of  the  higher 
upper  tier  prices  as  a  production  incen¬ 
tive,  not  to  permit  qualification  for 
BPCL  adjustment  until  production 
clearly  falls  below  the  BPCL. 

It  was  also  suggested  that  in  the 
case  of  properties  which  produced 
some  “new”  crude  oil  after  1973  but 
which  are  now  producing  only  lower  tier 
crude  oil,  it  is  unfair  to  defer  qualifica¬ 
tion  for  BPCL  until  January  1, 1977  (i.e., 
at  least  six  months  later  than  the  start¬ 
ing  date  for  BPCL  adjustments  for  other 
qualifying  properties).  Upon  reconsid¬ 
eration,  FEA  has  determined  that  appli¬ 
cation  of  BPCTi-adJustment  procedures 
should  not  be  deferred  until  1977  for 
those  properties  which  produced  some 
“new”  crude  oil  in  1974-1975  but  which 
could  not  sustain  upper  tier  production 
after  February,  1976.  Accordingly,  FEA 
has  modified  its  rules  for  qualification 
for  BPCL  adjustment  to  provide  that  the 
initial  test  for  qualification  for  all  prop¬ 
erties  is  whether  the  property  concerned 
produces  “new”  crude  oil  during  the  5- 
month  period  beginning  February  1  and 
ending  June  30,  1976.  If  no  “new”  crude 
oil  is  produced  during  that  period,  the 
property  qualifies  for  BPCT^-adJustment 
beginning  July  1,  1976.  If  “new”  crude 
oil  was  produced  during  that  period,  the 
property  concerned  does  not  qualify  for 
BPCTi-adJustment  until  the  first  6-month 
semi-annual  period  following  a  6-month 
semi-annual  period  in  which  total  pro¬ 
duction  fell  below  the  sum  of  the  BPCLs 
for  that  period. 

rv.  Other  Matters 

A.  Price  Adjustment  Procedures.  PEA 
received  little  specific  comment  on  its 
proposal  to  issue  a  revised  monthly  price 
adjustment  schedule  every  six  months  in 
order  to  simplify  price  a^ustment  pro¬ 
cedures.  No  valid  objections  to  these 
procedures  as  present^  by  FEA  were 
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raised  and  they  are  therefore  adopted  as 
proposed. 

The  first  price  adjiistment  schedule 
Issued  by  FEA  pursuant  to  the  new 
§  212.77  adopted  today  is  appended  to 
this  notice  of  final  rulemaking.  It  pro¬ 
vides  the  exact  amount  per  barrel  which 
may  be  added  to  or  subtracted  from  (as 
the  case  may  be)  the  applicable  posted 
prices  in  each  of  the  39  months  begin¬ 
ning  with  March.  1976,  in  order  to  im¬ 
plement  in  progressive  monthly  incre¬ 
ments  the  maximum  adjustment  to  the 
statutory  composite  price  currently  au¬ 
thorized.  The  schedule  is  effective 
beginning  March  1,  1976,  and  will 
continue  to  be  effective  until  superseded 
by  a  revised  price  adjustment  schedule 
applying  to  the  months  which  shall  be 
then  remaining. 

The  appended  price  adjustment  sched¬ 
ule  is  based  on  the  rules  adopted  today 
for  application  of  price  adjustments  to 
both  tier  levels,  as  explain^  in  Section 
II,  above.  The  schedule  covers  the  full 
39 -months  of  the  crude  oil  price  adjust¬ 
ment  program,  in  order  to  provide  the 
industiy  with  information  upon  which 
to  base  future  pricing  decisions.  It  should 
be  recognized  that  the  prices  showm  on 
the  schedule  are  based  on  certain  as¬ 
sumptions  which  may  not  hold  true  in 
the  future.  For  example,  the  annual  in- 
fiation  rate  used  is  a  constant  6.8  per¬ 
cent,  based  on  the  first  revision  of  the 
GNP  deflator  for  the  last  quarter  of  1975, 
but  of  course  the  inflation  rate  is  sub¬ 
ject  to  fluctuation  quarterly.  The  ap¬ 
pended  schedule  also  assumes  that  (1) 
the  3  percent  prcxluction  incentive  will 
continue  beyond  February  1977,  when  its 
continuation  must  be  affirmatively  ap¬ 
proved  by  Congress:  (2)  Alaskan  North 
Slope  crude  oil  will  be  excluded  from  the 
computation  of  the  composite  price, 
which  is  subject  to  congressional  review 
and  possible  disapproval;  and  (3)  there 
will  be  no  increase  in  the  production  in¬ 
centive  beyond  3  percent,  although  such 
an  increase  is  possible,  subject  to  the 
congressional  review  procedures,  and  will 
likely  be  proposed  by  FEA  at  some  time 
In  the  futiu%. 

As  previously  indicated,  FEA  plans  to 
issue  a  revised  price  adjustment  sched¬ 
ule  at  least  once  every  six  months,  al¬ 
though  an  Initial,  one-time  revision  of 
the  price  adjustment  schedule  is  expected 
to  made  during  the  first  six-month 
period  as  soon  as  actual  price  data  for 
the  month  of  February.  1976,  have  been 
received  and  aiudyzed.^  The  revised 
schedules  to  be  issued  every  six  months 
will  project  necessairy  prospective 
changes  in  specific  cents-per-barrel 
amounts  for  the  remaining  months  of 
the  40-month  program,  in  order  to  (1) 
take  into  account  any  Intervening 
changes  in  the  GNP  deflator  (to  the  ex¬ 
tent  that  it  is  below  the  7  percent  in¬ 
flationary  level),  (2)  correct  for  actual 


*T!ie  question  at  haw  this  one-time  ad¬ 
justment  should  be  ^>plled  as  between  the 
two  prloe  tlen  has  not  yet  been  decided. 
Judgment  on  this  question  must  be  reserved 
until  the  amount  the  one-time  revision  is 
determined. 


prices  which  resulted  in  a  weighted  aver¬ 
age  composite  price  which  exceeded  or 
fell  short  of  the  adjusted  statutory  com¬ 
posite  price,  (3)  reflect  changes  In  the 
“mix”  of  lower  and  upper  tier  crude  oil 
production,  and  (4)  reflect  future 
changes  in  the  limitations  imposed  on 
FEA’s  current  pricing  authority,  such  as 
increases  or  elimination  of  the  3  percent 
production  incentive  or  the  exchisicm  of 
Alaskan  oil  from  the  composite  average. 
Such  projections  of  revised  monthly 
price  levels  would,  of  course,  remain 
valid  only  until  such  time  as  a  further 
revised  price  schedule  is  issued  by  FEA. 

FEA  plans  to  correct  for  actual  prices 
which  resulted  in  a  weighted  average 
composite  price  which  exceeded  or  fell 
short  of  the  adjusted  statutory  com¬ 
posite  price  in  a  manner  consistent  with 
the  amendments  adopted  today  for  ap¬ 
plying  the  price  adjustments  to  reflect 
the  impact  of  inflaticm  and  to  provide 
a  production  incentive.  For  example,  ex¬ 
cesses  or  deficiencies  which  occur  during 
a  period  in  which  the  available  price  ad¬ 
justment  can  be  applied  equally  to  both 
price  tiers  will  be  used  in  the  subsequent 
F>eriod  to  make  a  corresponding  adjust¬ 
ment  to  the  statutory  composite  price, 
and  the  offsetting  price  adjustments  to 
comply  with  the  statutory  composite 
price,  thus  adjusted,  will  be  applied  in 
the  same  equal  manner  as  in  the  period 
in  which  the  excess  or  deficiency 
occurred. 

To  the  extent  that  an  excess  occurs 
during  a  period  in  which  the  monthly 
adjustments  applied  to  the  lower  tier 
prices  were  less  than  the  rate  of  infla¬ 
tion,  in  order  to  maintain  the  upper  tier 
price  in  constant  dollars,  the  excess  will 
be  used  to  adjust  the  statutory  composite 
price  downward  for  the  following  period, 
and  the  offsetting  dowmward  price  ad¬ 
justments  to  comply  with  the  statutory 
composite  price,  thus  adjusted,  will  be 
applied  to  the  lower  tier  prices  only.  In 
order  to  maintain  the  rate  of  inflation 
adjustments  to  the  upper  tier  price. 

To  the  extent  that  a  deficiency  occurs 
during  a  period  in  which  the  monthly 
adjustmer.ts  applied  to  the  lower  tier 
prices  were  less  than  the  rate  of  infla¬ 
tion,  in  order  to  maintain  the  upper  tier 
price  in  constant  dollars,  the  deficiency 
will  similarly  be  used  to  adjust  the  statu¬ 
tory  composite  price  upward  for  the  fol¬ 
lowing  period.  The  offsetting  upward 
price  adjustment  permitted  by  the  ad¬ 
justment  in  the  statutory  composite 
price  wfll  be  applied  first  to  lower  tier 
prices,  to  the  extent  necessary  to  com¬ 
pensate  for  the  fact  that  the  lower  tier 
prices  in  the  preceding  period  were  not 
adjusted  upwa^  at  the  rate  of  inflation. 
Any  remaining  excess  resulting  from  the 
adjustment  of  the  statutory  composite 
price  will  be  applied  ecpially  to  both  tiers. 

The  revised  price  adjustment  sched¬ 
ules  are  expected  to  be  issued  In  late 
August  of  each  year,  effective  with  re¬ 
spect  to  crude  ofl  produced  and  sold  in 
the  following  fl-month  period  (Septem¬ 
ber  through  February),  and  in  late 
February  of  each  year,  effective  with  re¬ 
spect  to  crude  oil  produced  and  sold  in 
the  following  6-month  period  (March 


through  August) .  Other  revisions  may  be 
issued  from  time  to  time  if  there  are  sig¬ 
nificant  changes  in  the  assumptions 
underlying  the  then-current  schedule. 

B.  GNP  Deflator  Adjustments.  FEA 
pointed  out  in  the  notice  of  proposed 
rulemaking  that 

•  •  •  Beotlon  8(d)(2)  of  the  EPAA  pro¬ 
vides  that  the  QNP  deflator  Is  subject  to 
modification  before  being  used  to  determine 
the  amount  of  the  Inflation  adjustment,  to 
exclude  any  direct  effects  on  the  ONP  defla¬ 
tor  of  Increases  In  the  price  of  Imported 
crude  oU  which  occur  after  Deoember  22, 
1975,  as  a  result  of  concerted  action  of  two 
or  more  petroleum  exporting  countries.  It 
appears  that  the  possibility  of  any  direct 
effect  on  the  ONP  deflator  of  such  price 
Increases  may  be  precluded  by  the  fact  that 
Imports  are  subtracted  from  other  compo¬ 
nents  of  final  demand  In  ONP  deflator  com¬ 
putations,  and  the  Impact  of  Increases  in 
Imported  crude  oil  would  appear  to  be  off¬ 
set  by  equivalent  Increases  In  those  other 
ONP  components  under  dollar-for-dollar  cost 
pass-through  limitations. 

Only  two  comments  were  received  in 
response  to  PEA’s  request  for  comment 
on  this  issue,  and  both  supported  FElA's 
preliminary  view  that  increases  in  the 
prices  of  imported  crude  oil,  residual 
fuel  oil.  or  any  refined  petroleum  prod¬ 
uct  (hereinafter  “imported  petroleum 
commodities”)  would  have  no  direct  im¬ 
pact  on  the  GNP  deflator. 

Section  8(d)  (2)  of  the  EPAA  provides 
that  the  GNP  deflator  is — 

*  *  *  subjsct  to  such  additional  modifi¬ 
cations  as  the  President  shall  make  to  ex¬ 
clude  therefrom  any  amount  which  he  de¬ 
termines  Is  attributable  solely  and  directly 
to  Increases  which  occur  after  the  date  of 
enactment  of  this  section  In  prices  of  Im¬ 
ported  crude  oil.  residual  fuel  oil,  or  any 
refined  petroleum  product  resulting  from 
concerted  action  of  two  or  more  petrrteum 
exporting  oo\mtrles. 

The  words  “solely  and  directly”  are 
not  defined  for  this  purpose,  and  it  ap¬ 
pears  from  the  language  of  section  8(d) 
(2)  that  Congress  intended  it  to  be 
within  the  discretion  of  the  President 
or  his  delegate  to  determine  not  only 
the  “amount”  which  may  be  solely  and 
directly  attributable  to  the  price  in¬ 
creases  in  question  but  also  to  deter¬ 
mine  whether  any  impact  on  the  GNP 
deflator  from  any  siuffi  price  increases 
is  “sole  and  direct”  or  arises  only  in¬ 
directly  therefrom  or  arises  from  mul¬ 
tiple  factors  which  are  not  reasonably 
distinguishable. 

FEA  believes  that  by  limiting  the  need 
for  adjustment  to  the  ONP  deflator  to 
impacts  which  are  “solely”  as  well  as 
“directly”  attributable  to  increases  in 
the  import  prioes  oonoemed.  Congress 
intended  that  the  requirement  should 
be  narrowly  construed,  such  that  only 
the  clearest  and  most  direct  Impact  on 
the  GNP  deflator  should  be  subject  to 
the  adjustment  requirement. 

The  ONP  deflator  is  the  ratio  of  gross 
national  product  in  current  prioes  to 
gross  national  lu'oduct  In  cmistant  prices. 
For  example,  the  QNP  deflator  for  the 
fourth  quarter  of  1975  (first  revision) 
was  129.32,  compsu^  with  a  1972  base  of 
100.00.  To  derive  the  annual  rate  of  in- 
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nation  which  the  figure  for  the  last  quar¬ 
ter  of  1975  represents,  it  is  necessary  to 
measure  the  quarterly  percentage 
change,  seasonally  adjusted  at  annual 
rates,  in  the  ONP  deflator.  Thus  com¬ 
puted.  the  percentage  change  between 
the  third  quarter  1975  ONP  defiator 
(127.21)  and  the  fourth  quarter  1975 
ONP  defiator  (129.32)  is  6.8  percent  at 
annual  rates. 

In  computing  the  ONP  defiator.  the  av¬ 
erage  of  various  current  price  indices  are 
weighted  according  to  ciurent  expendi¬ 
tures  in  each  ONP  final  demand  cate¬ 
gory,  valued  in  base  year  prices.  In  other 
words,  the  current  dollar  expenditures  in 
each  of  the  major  ONP  components  or 
categories — personal  consumption,  pri¬ 
vate  domestic  investment,  government 
expenditures,  exports  and  imports — ^is 
multiplied  by  the  current  final  demand 
price  index  for  that  component.  These 
components,  thus  weighted,  are  added 
together  except  that  the  import  com¬ 
ponent  is  subtracted. 

The  weighted  prices  of  “final”  goods 
for  domestic  consumption  or  for  export 
already  include  the  weighted  price  of  im¬ 
ports,  whether  the  imports  represent 
portions  or  components  of  the  “final” 
goods  or  are  the  “final”  goods  them¬ 
selves.  Thus,  it  would  be  inappropriate 
to  add  the  Import  component  to  the  other 
components  of  final  demand.  However,  it 
would  also  be  inappropriate  to  Ignore  Uie 
Impact  of  imports  entirely.  Imports  must 
be  subtracted  in  order  to  exclude  from 
gross  national  product  the  goods  or  the 
“added  value”  attributable  to  foreign 
production.  Therefore,  the  internal 
structure  of  the  ONP  defiator  suggests 
that  increases  in  the  prices  of  imported 
petroleiun  commodities  could  not  have 
any  direct  impact  on  the  GNP  defiator, 
in  any  Immediate  sense,  and  that  any 
impact  which  might  be  considered  “di¬ 
rect”  could  only  come  from  subsequent 
“ripple"  effects— l.e.,  dcxnestic  price  in¬ 
creases  in  those  industries  which  use  im¬ 
ported  petroleum  commodities  to  pro¬ 
duce  “final  demand”  goods  and  services. 

FEIA.  believes  that  some  of  the  subse¬ 
quent  or  secondary  effects  under  discus¬ 
sion  are  more  closely  connected  with  in¬ 
creased  prices  for  imported  petroleum 
commodities  and  others  are  more  remote. 
Essentially,  FEA  believes  that  the  closer 
or  more  proximate  effects  of  increased 
prices  for  imported  petroleum  commodi¬ 
ties  are  felt  in  the  refining  and  market¬ 
ing  of  petroleum  products — that  is,  in 
the  industry  which  is  subject  to  FEA 
price  and  allocation  controls. 

In  the  petroleum  industry,  “ripple”  ef¬ 
fects  which  might  resvilt  in  changes  in 
the  ONP  defiator  are  largely  constrained 
by  price  and  allocation  controls.  The  dol- 
lar-for-doUar  cost  pass-through  limita¬ 
tion  effectively  prevents  refiners  and 
marketers  from  charging  more  for  petro- 
leiun  products  than  actual  dollar  in¬ 
creases  in  product  costs  (including  in¬ 
creased  costs  of  imported  petroleum  com¬ 
modities).  This  means  that  the  method 
of  calculating  the  ONP  defiator,  in 
which  Imports  are  subtracted  from  other 
final  demand  components,  coupled  with 
the  doUar-for-doUar  pass-through  limi¬ 


tation  of  the  FEA  price  regulations,  pre¬ 
vents  any  “multiplier”  or  “ripple”  effects 
on  domestic  prices  which  might  other¬ 
wise  be  construed  as  resulting  directly 
from  increased  prices  for  imported  petro- 
leiun  commodities. 

Increases  in  prices  of  imported  petro- 
leiun  conunodltles  might  also  result  in  a 
decrease  in  the  ONP  defiator,  if,  for  ex¬ 
ample,  such  price  increases  resulted  in  a 
significant  drop  in  “final”  demand  ac¬ 
companied  by  price  reductions  or  if  re¬ 
finers  or  marketers  were  to  absorb  in¬ 
creased  costs  of  imported  petroleiun 
products  rather  than  pass  them  through 
or  banking  them.  However,  FEA  believes 
that  Congress  Intended  an  adjustment 
to  the  ONP  defiator  only  to  exclude  an 
increase  in  the  ONP  defiator  which  would 
otherwise  result  from  Increased  costs  of 
Imported  petroleum  products. 

In  PEA’S  view,  the  only  other  effects  on 
the  ONP  defiator  from  increases  in  prices 
of  Imported  petroleiun  commodities 
would  be  remote  and  clearly  indirect.  For 
eaxmple,  non-petroleum  firms  which  use 
imported  crude  oil  to  make  final  demand” 
products  and  services  such  as  petrochem¬ 
icals  and  electricity  are  not  price-con¬ 
trolled  and  may  charge  prices  which  re- 
fiect  more  than  a  doUar-for-dollar  pass¬ 
through  of  increased  costs  of  imported 
petroleum.  Such  unrestricted  price  in¬ 
creases  might  serve  to  Increase  the  ONP 
defiator.  However,  this  would  depend 
upon  intervening  decisions  by  firms 
which  are  not  price-controlled  as  to 
whether,  and  if  so  to  what  ex¬ 
tent,  to  absorb  or  pass  through  such 
cost  increases  in  the  form  of  price 
increases  in  “final  demand”  goods  and 
services.  These  independent  decisions  de¬ 
pend  upon  a  wide  variety  of  factors,  in¬ 
cluding  the  overall  profitability  of  multi¬ 
product  and  multi-industry  firms.  For  all 
the  foregoing  reasons,  FELA  concludes 
that  price  increases  with  respect  to  goods 
and  services  other  than  petroleum  prod¬ 
ucts  would  be  attributable  only  indirect¬ 
ly,  if  at  all,  to  increases  in  imported  pe¬ 
troleum  commodities. 

C.  Related  Issues.  Many  firms  raised 
substantive  issues  in  response  to  FElA’s 
notice  of  proposed  rulemaking  on  the 
second  stage  of  implementation  of  the 
EPCA  which  related  to  the  first  or  third 
stage.  Questions  relating  to  the  defini¬ 
tion  of  “property,”  special  pricing  treat¬ 
ment  or  exemptl<m  for  certain  categories 
of  crude  oil  production,  revision  of  reg¬ 
ulations  dealing  with  unitization  and 
similar  matters  will  be  taken  up  in  the 
third  stage  or  in  other  rulemaking  pro¬ 
ceedings. 

FEA  previously  annoimced  that  it 
would  issue  a  notice  of  proposed  rule- 
making  to  cover  third  stage  matters  as 
soon  as  this  stage  is  completed.  A  notice 
in  this  respect  will  be  issued  shortly. 
Firms  which  raised  third  stage  Issues  in 
their  submissions  or  presentations  in 
connection  with  the  second  stage  are  ad¬ 
vised  to  resubmit  their  comments  again, 
as  appropriate,  in  accordance  with  third 
stage  procedures  for  submissicm  of  com¬ 
ments. 

D.  Retroactive  Price  Increases.  Section 
212.74(d)  prohibits  any  producer  from 


charging  or  accepting  a  retroactive  price 
for  crude  oil,  after  the  close  of  the  cal- 
«3dar  month  in  which  it  was  produced 
and  sold,  which  is  in  excess  of  the  high¬ 
est  price  prevailing  for  the  grade  of  crude 
oil  concerned  in  first  sales  between  the 
producer  and  purchaser  in  the  calendar 
month  in  which  the  crude  oil  was  pro¬ 
duced  and  sold.  Although  this  provision 
was  designed  to  prevent  retroactive  price 
Increases  with  respect  to  crude  oil  which 
was  permitted  to  be  sold  prior  to  Febru¬ 
ary  1,  1976,  without  regard  to  celling 
prices  then  prevailing,  its  continued  ap¬ 
plicability  might  be  viewed  as  confilctlng 
with  the  price-increase  amendments 
adopted  today  affecting  the  prices  which 
may  be  charged  for  crude  oil  produced 
and  sold  in  March,  1976.  FEA  has,  there¬ 
fore,  added  a  provision  in  the  amend¬ 
ments  adopted  today  which  suspends 
§  212.74(d)  effective  March  1.  1976,  with 
respect  to  crude  oil  product  and  sold 
in  March,  1976. 

In  order  to  consider  whether  9  212.74 
(d)  should  be  revoked  or  modified  in 
light  of  all  the  regulation  amendments 
adopted  pursuant  to  the  EPCA,  F^A 
plans  to  request  comment  on  the  con¬ 
tinuing  need  for  9  212.74(d)  in  a  future 
rulemaking  proceeding. 

E.  NEPA  Requirements.  Under  the  Na¬ 
tional  Environmental  Policy  Act  of  1969 
(“NEPA”) ,  FEA  is  requii’ed  to  determine 
whether  implementation  of  this  action 
would  “significantly  affect  the  quality 
of  the  human  environment.”  FEA  has 
reviewed  the  probable  short-  and  long¬ 
term  environmental  impacts  of  today’s 
amendments  and  has  concluded  that; 

(1)  an  environmental  impact  statement 
(“EIS”)  should  be  prepared  to  assess 
fully  the  long-term  environmental  im¬ 
pacts  that  are  likely  to  result  from  the 
Implementation  of  these  amendments; 

(2)  no  adverse  environmental  impacts 
are  likely  to  result  from  this  rulemaking 
in  the  short-term  (l.e.,  within  at  least 
the  next  six  months) ;  and  (3)  any  delay 
in  publishing  these  amendments  pending 
completion  of  an  EIS  covering  the  long¬ 
term  impacts  is  unwarranted,  since  ex¬ 
peditious  action  to  Implement  these 
amendments  would  be  in  the  public  in¬ 
terest  and  since  FEA  Intends  to  review 
these  regulations  in  light  of  a  complete 
EIS  before  any  significant  environmental 
impacts  or  irreversible  commitment  of 
resources  leading  to  such  impacts  would 
be  likely  to  occur. 

The  immediate  impacts  of  these 
amendments  will  be  a  slight  increase  in 
the  price  of  crude  oil  (and  therefore  of 
petroleum  products)  and  changes  in  the 
BPC7L.  In  the  short-term,  the  effect,  if 
any,  of  Increasing  petroleum  prices  is 
likely  to  be  a  decrease  in  petroleiun  con¬ 
sumption  and  refining,  without  a  signifi¬ 
cant  compensating  increase  in  domestic 
crude  oil  production  in  the  near-term  be¬ 
cause  of  the  lead-time  associated  with 
increased  production.  Thus,  short-term 
environmental  impacts  are  likely  to  fiow. 
if  at  all,  from  a  decline  in  the  use  of 
petroleum  products  and  are  likely  to  be 
beneficial  to  the  environment  However, 
such  short-term  beneficial  Impacts  are 
likely  to  be  negligible  since  the  price  in- 
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creases  engendered  by  this  rulemaking  do 
little  more  than  maintain  current  prices 
in  constcmt  dollars.  Similarly,  the  slight 
increases  in  prices  resulting  from  this 
rulemaking  in  the  short-term  are  not 
likely  to  cause  any  persons  to  switch 
from  oil  to  a  more  polluting,  less  expen¬ 
sive  fuel  such  as  coal,  because  the  price 
incentives  are  not  sufficient. 

Finally,  although  the  purpose  of  these 
amendments,  including  the  changes  in 
the  BPCL,  is  to  stimulate  additional  pro¬ 
duction  (or  at  least  temper  the  rate  of 
production  decline)  by  providing  finan¬ 
cial  Incentives  to  encourage  the  use  of 
enhanced  recovery  techniques  and  other 
methods  to  improve  production,  these  ef¬ 
fects  will  not  be  significant  during  the 
remainder  of  1976.  During  the  initial  pe¬ 
riod  following  the  implementation  of 
these  amendments,  producers  are  not  ex¬ 
pected  to  take  actions  such  as  sub¬ 
stantial  investment  or  other  irreversible 
commitments  of  resources  in  the  kind  of 
increased  production  capability  which 
would  significantly  affect  the  quality  of 
the  human  environment.  In  general,  the 
use  of  expensive  enhanced  recovery  tech¬ 
niques  which  might  significantly  affect 
the  quality  of  the  human  environment 
requires  a  lead-time  of  at  least  one  to 
three  years  or  more  for  technical 
feasibility  and  other  types  of  studies. 
This  means  that  susbtantial  advanced 
planning  will  have  to  be  performed  be¬ 
fore  enhanced  production  techniques, 
■which  could  adversely  c^ect  the  environ¬ 
ment,  could  be  implemented.  Conse¬ 
quently.  implementation  of  these  amend¬ 
ments  will  not  prejudice  FEA’s  review 
and  possible  amendment  of  these  reg¬ 
ulations  after  the  EIS  is  ccnnpleted  with¬ 
in  the  next  six  months. 

(Emergency  Petroleum  Allocation  Act  of 
1973,  Pub.  L.  98-159,  as  amended  by  Pub.  L. 
93-611,  Pub.  L.  94-99.  Pub.  L.  94^133  and 
Pub.  L.  94-163;  Federal  Energy  Administra¬ 
tion  Act  of  1974,  Pub.  L.  93-275;  E.O  11790; 
39  FR  23185.) 

In  consideration  of  the  foregoing.  Part 
212  of  Chapter  II,  Title  10  of  the  Code  of 
Federal  Regulations  is  amended  as  set 
forth  below,  effective  March  1,  1976. 

Issued  in  Washington,  D.C.,  April  8, 
1976. 

David  G.  Wilson, 

Acting  General  Counsel, 
Federal  Energy  Administration. 

1.  The  definition  of  “Base  production 
control  level”  in  S  212.72  Is  amended  to 
read  as  follows: 

§  212.72  Definition^. 

“Base  production  control  level”  means; 
(1)  wiUi  respect  to  months  ending  prior 
to  February  1, 1976: 

(A)  if  crude  oil  was  produced  and  sold 
from  the  property  concerned  in  every 
month  of  1972,  the  total  number  of  bar¬ 
rels  of  domestic  crude  oil  produced  and 
sold  fnxn  that  property  in  the  same 
month  of  1972 ; 

(B)  if  crude  oil  was  not  produced  and 
sold  from  the  pr(«>erty  cmicemed  In 
every  month  oi  1972,  the  total  number  of 
barrels  of  crude  oil  produced  and  sold 
from  that  property  In  1972,  divided  by 
12; 


(2)  with  re^Kct  to  months  commenc¬ 
ing  after  Janucuir  31.  1976,  except  as 
provided  in  {  212.76,  either: 

(AJ  the  total  number  of  barrels  of  old 
crude  oU  produced  and  sold  from  the 
property  concerned  during  calendar  year 
1975,  divided  by  365,  multiplied  by  the 
number  of  days  in  the  month  in  1975 
which  corresponds  to  the  month  con¬ 
cerned;  or 

(B)  if  the  producer  elects  to  certify 
crude  oil  sales  for  1972  in  accordance 
with  f  212.131(a)  (1) .  the  total  number  of 
barrels  of  crude  oil  produced  and  sold 
from  the  pnH>erty  concerned  during  the 
calendar  year  1972,  divided  by  366,  mul¬ 
tiplied  by  the  number  of  days  during  the 
month  in  1972  which  corresponds  to  the 
month  concerned. 

§  212.74  [Partially  suspended] 

2.  Section  212.74(d)  is  suspended  witli 
respect  to  retroactive  price  increases  dur¬ 
ing  April,  1976  for  crude  oil  produced 
and  sold  in  March,  1976. 

3.  A  new’  §  212.76  is  added  to  read  as 
follows; 

§  212.76  AdjuHtiuents  to  Baxe  Produc¬ 
tion  Control  Levels. 

(a)  Eligibility.  (1)  With  respect  to 
each  property  from  which  no  new  crude 
oil  is  product  in  any  month  in  the  5- 
month  period  ending  Jime  30,  1976,  a 
producer  may,  for  each  six-month  semi¬ 
annual  period  commencing  after  June 
30,  1976,  adjust  the  base  production  con¬ 
trol  level  for  the  property  concerned  for 
each  month  during  that  six-month  period 
in  accordance  with  paragraph  (b)  of  this 
sectiem. 

(2)  With  respect  to  each  property  from 
which  new  crude  oil  is  produced  in  any 
month  in  the  5-month  period  ending 
Jime  30,  1976,  a  producer  may  adjust 
the  base  production  control  levels  appli- 
(»ble  thereto  in  accordance  with  para¬ 
graph  (b)  of  this  section,  commencing 
wdth  the  six-month  semi-annual  period 
immediately  following  a  six-month  semi¬ 
annual  period  ending  subsequent  to 
June  30,  1976,  in  which  the  total  amount 
of  crude  oil  produced  and  sold  from  the 
property  concerned  was  less  than  the 
sum  of  the  base  production  control  levels 
for  that  period. 

(b)  Rule.  Ihe  base  production  control 
level  for  properties  which  qualify  for  an 
adjusted  ba^  production  control  level 
may  be  adjusted  only  in  accordance  with 
the  f cfflowing  formulae : 

(1)  For  the  first  six-month  semi¬ 
annual  period: 

ARPD 

ABP(X=  (1  -  -  j-^-)  (BPCL) 

(2)  For  each  subsequent  six-month 
semi-annual  period: 

ABPD 

ABPCL  =  (1  -  )  (ABPCL  ) 

Where; 

ABPCL=The  adjusted  base  produc¬ 
tion  control  level  for  the 
month  concerned. 

BPCL=The  base  production  control 
level  for  the  month  con¬ 
cerned.  computed  under 
8  212.72  as  revised  effec¬ 
tive  February  1, 1976. 


ABPCL'=The  sum  of  the  adjusted  base 
production  control  levels 
for  the  immediately  pre¬ 
ceding  six  month  period 
as  computed  pursuant  to 
this  section,  divided  by  the 
number  of  days  in  that 
period  and  multiplied  by 
the  number  of  days  in  the 
month  concerned. 

ARPD^The  annual  rate  of  produc¬ 
tion  decline  applicable  to 
the  property  concerned. 
The  ARPD  is  determined 
by  subtracting  the  total 
amount  of  crude  oil  pro¬ 
duced  and  sold  from  the 
property  concerned  in 
1975  from  that  property’s 
total  amount  of  crude  oil 
produced  and  sold  in  1972. 
The  result,  expressed  as  a 
percentage  of  the  total 
amount  of  crude  oil  pro¬ 
duced  and  sold  from  that 
property  in  1972,  is  divided 
by  three  to  obtain  the 
ARPD. 

4.  A  new’  §  212.77  is  added  to  read  as 
follows: 

§  212.77  Adjustmenls  to  Ceiling  Priee-*. 

(a)  RiUe.  Notwithstanding  any  other 
provision  of  this  Part,  the  FEA  may.  W’ith 
respect  to  months  commencing  after 
February  29,  1976,  provide  for  adjust¬ 
ments  to  the  ceiling  prices  established 
imder  §8  212.73  and  212.74  to  take  into 
account  the  impact  of  inflation  and  to 
provide  a  production  incentive.  The  ad¬ 
justment  to  provide  a  production  incen¬ 
tive  may  not  permit  an  increase  in  the 
maximum  weighted  average  first  sale 
price  (as  defined  in  section  8(a)  of  the 
Act)  in  excess  of  3  percent  per  year,  com¬ 
pounded  annually.  The  adjustment  to  re¬ 
flect  the  impact  of  inflation  shall  be 
measured  by  the  first  revision  of  the 
quarterly  percentage  chemge,  seasonally 
adjusted  at  annual  rates,  of  the  most  re¬ 
cent  price  deflator  for  the  gross  national 
product,  except  that  the  combined  ef¬ 
fect  of  both  of  the  foregoing  adjustments 
may  not- result  in  an  increase  in  the  max¬ 
imum  weighted  average  first  sale  price 
(as  defined  in  section  8(a)  of  the  Act)  in 
excess  of  10  percent  per  year. 

(b)  Procedures.  In  providing  for  price 
adjustments  under  paragraph  (a)  of  this 
section,  FEIA  shall  from  time  to  time  issue 
a  price  adjustment  schedule  as  an  Ap¬ 
pendix  to  this  Subpart  which  shall  speci¬ 
fy  the  dollar  amounts  by  which  lowrer  and 
upper  tier  ceiling  prices  may  be  adjusted 
pursuant  to  this  section.  Each  price  ad¬ 
justment  schedule  shall  be  effective  only 
imtil  superseded  by  a  subsequent  price 
adjustment  schedule.  In  subsequent  price 
adjustment  schedules  FEIA  i^all,  as  nec¬ 
essary,  revise  the  lower  and  upper  tier 
price  ceilings  applicable  to  the  months 
remaining  at  the  time  the  subsequent 
price  adjustment  schedule  is  issued,  in 
order  to  reflect  changes  in  the  rate  of 
inflation;  to  make  compensating  adjust¬ 
ments  when  the  weighted  average  first 
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sale  price  actually  charged  is  found  to 
have  exceeded,  or  is  found  to  have  fallen 
short  of,  the  maximum  weighted  average 
first  sale  price  permitted  under  the  Act; 
and  otherwise  to  achieve  compliance  with 
the  Act. 

(c)  Application  of  price  adjustments. 
Price  adjustment  schedules  issued  pursu¬ 
ant  to  paragraph  (b)  of  this  section  shall 
reflect  application  of  the  price  adjust¬ 
ment  to  take  into  account  the  impact  of 
inflation  and  to  provide  a  production  in¬ 
centive  in  the  following  manner.  The 
combined  percentage  price  adjustment 
to  reflect  the  production  incentive  and 
the  impact  of  inflation  shall  be  applied 
in  the  same  amount  to  adjust  the  lower 
and  the  upper  tier  ceiling  price.  To  the 
extent  that  the  full  amount  of  the  com¬ 
bined  percentage  price  adjustment  can¬ 
not  be  so  applied,  due  to  the  limitations 
of  section  8(a)  of  the  Act,  the  available 
combined  percentage  price  adjustment 
shall  be  applied  in  the  same  amount  to 
adjust  the  lower  and  the  upper  tier  cell¬ 
ing  price  until  only  the  percentage  price 
adjustment  to  reflect  the  impact  of  in¬ 
flation  remains  to  be  applied.  Thereafter, 
the  full  percentage  price  adjustment  to 
reflect  the  impact  of  inflation  shall  con¬ 
tinue  to  be  applied  to  adjust  the  upper 
tier  celling  price,  and  the  portion  of  the 
percentage  price  adjustment  to  reflect 
the  impact  of  inflation  which  remains, 
if  any,  shall  be  applied  to  adjust  the  low¬ 
er  tier  celling  price:  except  that  in  no 
event  shall  the  weighted  average  lower 
tier  ceiling  price  be  reduced  pursuant  to 
this  sentence  below  the  highest  level 
reached  through  application  of  price  ad¬ 
justments  pursuant  to  this  paragraph. 

5.  Subpart  D  of  Part  212  is  amended 
to  add  an  Appendix  to  read  as  follows; 


Ai'PKxnix. — Srltedule  No.  1  of  monthly 
price  adjustments 

(Eff«'Uve  Mar.  1,  197S.  Tor  Hmltatlona  on  oontlnninc 
euecUveneos,  aeo  below] 


Month 

Lower  Uer: 
May  15. 1978, 
posted  prioe* 

Upper  Uer: 
Sept.  30, 1975, 
posted  price* 

February  197#: 

1 . 

plus:  1.85 

lean  t.  82 

2 . 

1.88 

L25 

3 . 

L41 

L18 

4 . 

..  ■  1.45 

1.11 

5 . 

1.48 

1.05 

6 . 

1.51 

.97 

7 _ _ _ _ 

1.54 

.90 

8 . 

1.58 

.83 

9 . 

1.61 

.76 

10 . 

1.64 

.69 

11 . 

1.68 

.62 

12 . 

1.71 

.55 

Fcl)raary  1977: 

13 . 

1.74 

.47 

14 . 

1.77 

.41 

15 . 

1.80 

.34 

16 . 

1.83 

.28 

17 . 

1.87 

.21 

18 . . 

1.89 

.15 

1ft . 

1.98 

.08 

20 . 

1.96 

.01 

21 . 

1.99 

•.05 

22 . 

2.02 

.12 

23 . 

2.05 

.19 

24 . 

2.08 

.26 

February  1978: 

25 . 

2.13 

.23 

26 . 

2.14 

.38 

27 . 

2. 16 

.43 

28 . 

2. 19 

.48 

29 . 

2. 19 

.55 

30 . 

2.19 

.62 

31 . 

2.20 

.70 

82 . 

2.21 

.77 

33 . 

2.21 

.84 

34 . 

2.22 

.92 

35 . 

2.22 

.99 

36 . 

2.28 

1.07 

February  1979: 

87 . 

2.21 

1.14 

88 . . 

2.26 

1.22 

39 . . 

2.26 

1.29 

40 . . 

2.26 

1.86 

•  The  price  referred  to  In  10  CFR  212.7>n))(l)j 

*  The  price  referred  to  In  10  CTR  212.74(bmP 


This  schedule  of  monthly  price  adjust¬ 
ments  was  issued  by  the  Federal  Energy 
Administration  on  April  8, 1976,  pursuant 
to  10  CFR  212.77.  It  restates  the  lower 
and  upper  tier  price  ceilings  applicable  to 
crude  oil  produced  and  sold  in  February 
1976,  as  determined  under  10  CFR  212.73 
and  212.74,  and  provides  information  for 
determining  the  adjusted  lower  and  up¬ 
per  tier  ceiling  prices  applicable  to  crude 
oil  produced  and  sold  in  each  of  the  re¬ 
maining  39  months  of  the  crude  oil  price 
control  program,  beginning  with  the 
month  of  March,  1976. 

Tliis  schedule  is  No.  1  in  a  series  of 
price  adjustment  schedules  to  be  Issued 
periodically  by  FEA  under  9  212.77.  Sub¬ 
sequent  price  adjustment  schedules  will 
revise  the  lower  and  upper  price  ceilings 
applicable  to  the  months  remaining  at 
the  time  the  revised  schedule  is  issued,  in 
order  to  reflect  changes  in  the  rate  of  in¬ 
flation,  to  correct  for  actual  composite 
prices  which  exceed  or  fall  short  of  the 
adjusted  statutory  composite  price,  and 
otherwise  to  achieve  compliance  with  the 
Emergency  Petroleum  Allocation  Act,  as 
amended.  Consequently,  this>  Schedule 
No.  1  will  remain  effective  only  for  a  lim¬ 
ited  number  of  months  until  it  is  super¬ 
seded  by  Schedule  No.  2.  Price  projections 
for  the  full  39  months  of  the  price-ad¬ 
justment  program  are  provided  in  Sched¬ 
ule  No.  1  merely  as  a  planning  gxiide  for 
producers,  indicating  the  levels  to  which 
prices  will  rise  in  the  future  based  on 
projections  of  current  price  and  produc¬ 
tion  data  estimates  and  on  current  price 
regulations. 

(FR  Doc.76-10600  Filed  4-8-76;3:18  pm] 
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NOTICES 


FEDERAL  ENERGY 
ADMINISTRATION 

FEDERAL  POUCY  ON  LIQUEFIED 

NATURAL  GAS  (LNG)  IMPORTS 

Notice  of  Public  Hearing;  Correction 

On  March  31, 1976  the  Federal  Energy 
Administration  (FEA)  issued  a  notice  of 
public  hearing  with  respect  to  federal 
policy  on  Liquefied  Natural  Gas  (LNO) 
Imports  which  {qipeared  at  page  14430  of 
the  Federal  Register  of  April  5,  1976 
(FR  Doc.  76-9604).  In  that  notice,  the 
address  w’here  the  100  copies  of  state¬ 
ments  were  to  be  submitted  was  given 
as  “FEA,  Room  2214,  Federal  Building." 
This  address  is  not  correct  Statements 
to  be  presented  at  the  hearings  should 
be  delivered  to  Room  2214,  2000  M  Street 
NW.,  Washington,  D.C.  20461. 

Issued  in  Washington,  D.C.,  April  8, 
1976. 

David  G.  Wilson, 

Acting  General  Counsel, 
Federal  Energy  Administration. 

|FR  Doc.76-10566  Piled  4-8-76:1:69  pml 


VOLUNTARY  AGREEMENT  AND  PLAN  OF 

ACTION  TO  IMPLEMENT  THE  INTERNA¬ 
TIONAL  ENERGY  PROGRAM 

Meetings 

In  accordance  with  Section  252(c)  <1) 

(A)(1)  of  the  Energy  Policy  and  Con¬ 
servation  Act  (P.L.  94-163),  annoimce- 
ment  is  made  of  the  following  meet¬ 
ings: 

1.  A  meeting  of  the  Industry  Advisory 
Board  (lAB)  to  the  International  Energy 
Agency  (lEA)  will  be  held  on  April  22, 
1976,  at  the  offices  of  British  Petroleum, 
Moor  Lane,  London,  England,  beginning 
at  9:30  am.  The  agenda  for  the  meet¬ 
ing  is  as  follows: 

1.  Opening  remarks  by  Chairman 
and  report  on  communications  to  and 
from  lEA. 

2.  Matters  arising  from  record  note  of 
lAB  meeting  18  March. 

3.  (A)  Position  of  lAB/Reporting 
Companies  under  EEC  competition  regu¬ 
lations. 

(B)  U.S.  Voluntary  Plan. 

4.  Report  on  and  discussion  of  work 
of  Subcommittee  A,  including: 

(A)  Emergency  Management  Manual. 

(B)  Allocation  systems  test. 

(C)  Data  and  data  fiow  Including  re¬ 
vision  of  Questionnaires  A  and  B. 

(D)  lEA  facilities/capabilities  includ¬ 
ing  communications,  hsuxlware  and  data 
processing. 

5.  Report  on  and  discussion  of  work 
of  Subcommittee  B. 

6.  Report  on  and  discussion  of  work 
of  Subcommittee  C,  including: 

(A)  Extraordinary  costs. 

(B)  Settlement  of  disputes. 

(C)  Future  role  of  lAB. 

(D)  Pricing  in  an  emergency. 

7.  The  question  of  Industry  Supply 
Advisory  Group  expenses  in  an  emer¬ 
gency. 


8.  Future  work  program  and  organi¬ 
zation  of  lAB. 

9.  Dates  and  venues  for  future  meet¬ 
ings  of  lAB  and  Subcommittees. 

2.  A  meeting  of  Subcommittee  A  of 
the  Industry  Advisory  Board  (lAB)  to 
the  International  Energy  Agency  (lEA) 
wdll  be  held  on  April  20.  22  and  23,  1976, 
at  the  offices  of  British  Petroleiun,  Moor 
Lane.  London.  England.  The  meeting  will 
begin  at  9:00  ajn.  on  April  20  and  will 
be  continued  on  April  22  and  23.  The 
agenda  for  the  meeting  is  as  follow^s: 

lEIA  allocation  systems  test,  includ¬ 
ing: 

1.  Review  and  revision  of  papers  on 
various  aspects  of  test  design. 

2.  Further  design  phase  tasks. 

3.  A  meeting  of  Subcommittee  A  of 
the  Industry  Advisory  Board  (lAB)  to 
the  International  Energy  Agency  (lEA) 
will  be  held  on  April  21,  1976,  at  the  of¬ 
fices  of  British  Petroleum,  Moor  Lane, 
London,  England,  beginning  at  9:00  am. 
The  agenda  for  the  meeting  is  as  follows: 

1.  Opening  ronarks. 

2.  Emergency  Management  Manual, 
including: 

(A)  Review  of  draft  procedures  for 
removing  product  imbalances. 

(B)  Marine  bunker  alfocatlon  proce¬ 
dures. 

(C)  Discussion  of  Secretariat’s  work¬ 
ing  paper  on  procedures  for  implementa¬ 
tion  of  Articles  9.3,  9.4  and  10.1  of  the 
lEP  (if  available) . 

3.  Status  of  lEA  allocation  systems 
test  design  work. 

4.  Industry  Supply  Advisory  Group  job 
descriptions. 

5.  Future  work  schedule;  next  meet¬ 
ing  date  and  l<M;atlon. 

4.  A  meeting  of  Etubcixnmittee  B  of  the 
Industry  Advisory  Board  (lAB)  to  the 
International  Energy  Agency  (lEA)  will 
be  held  on  April  21,  1976,  at  the  offices 
of  British  Petroleum,  Moor  Lane,  Lon¬ 
don,  England,  beginning  at  2:30  pm.  The 
agenda  for  the  meeting  is  as  follows: 

1.  Opening  ronarks  by  CThairman  and 
report  on  communications  to  and  from 
lEA. 

2.  Report  on  April  1  meeting  of  SEQ 
Ad  Hoc  Group  on  marine  bunkers. 

3.  Discussion  of  lEA  Secretariat  re¬ 
port  on  emergency  reserve  commitment. 

4.  Preparation  of  Subcwnmittee  B  re¬ 
port  to  lAB. 

5.  Future  program  for  Subcommittee 
B. 

In  accordance  with  Section  252<c)  (1) 
(A)  (li)  of  the  Energy  Policy  and  Con¬ 
servation  Act.  these  meetings  will  not  be 
open  to  the  public. 

Issued  in  Washington,  D.C.,  April  8, 
1976. 

David  O.  Wilson, 
Acting  General  Counsel, 
Federal  Energy  Administration.  , 

(FB  DOC.76-1066S  PUed  4-8-76:1  ;69  pm] 


VOLUNTARY  AGREEMENT  AND  PLAN  OF 

ACTION  TO  IMPLEMENT  THE  INTER¬ 
NATIONAL  ENERGY  PROGRAM 

Notice  of  Proposed  Technical  Amendments 

The  Federal  Energy  Administration 
hereby  gives  notice  of  its  intent  to  rec¬ 
ommend  to  the  Attorney  General  for  hi.«; 
approval  two  amendments  to  the  Volun¬ 
tary  Agreement  and  Plan  of  Action  to 
Implement  the  International  Energy 
Program.  Before  forwarding  such  amend¬ 
ments  to  the  Attorney  General,  FEA  is 
seeking  public  comments  pursuant  to  the 
procedures  set  out  below. 

The  first  proposed  amendment  would 
revise  the  second  sentence  in  subsection 
5(b)(1)  to  clarify  that  participants  in 
the  Voluntary  Agreement  may  exchange 
written  drafts  or  papers,  or  comments 
thereon  to  other  members  of  groups 
created  by  the  International  Energy- 
Agency  (lEA) ,  or  subgroups  thereof, 
whether  or  not  such  other  members  are 
participants  in  the  Voluntary  Agreement. 
This  is  necessary  since  a  number  of  the 
members  of  the  Industry  Advisory  Board 
and  other  lEA  groups  are  not  U.S.  oil 
companies  and  are  not  participants  in 
the  Voluntary  Agreement.  The  amend¬ 
ment  is  Intended  to  prevent  any  confu¬ 
sion  in  this  regard  which  might  arise 
from  the  existing  language.  . 

The  second  proposed  modification 
would  remove  the  requirement  from  sub¬ 
section  5(b)  (2)  that  certain  entities 
must  be  designated  speciaUy  by  the  lEA 
to  receive  confidential  or  proprietary  in¬ 
formation.  The  exchange  of  confidential 
and  proprietary  information  must  be  ap¬ 
proved  by  the  Administrator  and  the  At¬ 
torney  C^neral  and  may  be  subject  to 
such  terms  and  conditions  as  the  Ad¬ 
ministrator  and  the  Attorney  General 
deem  appropriate.  Consequently  there  is 
no  useful  purpose  served  by  the  further 
requirement  of  special  designation  by  the 
lEA. 

If  after  receiving  public  comment  FEA 
endorses  these  amendments.  FEA  will 
forward  them  for  approval  to  the  Attor¬ 
ney  General  and  for  comment  to  the 
Federal  Trade  Commission  and  the  De¬ 
partment  of  State  pursuant  to  sections 
9(a)  and  11(b)  of  the  Volimtary  Agi'ee- 
ment.  The  Attorney  General  may  ap¬ 
prove  the  amendments  pursuant  to  sec¬ 
tion  252(d)  of  the  Energy  Policy  and 
Conservation  Act  (Pub.  Law  94-163,  Dec. 
22, 1975)  and  section  11(b)  of  the  Volun¬ 
tary  Agreement.  If  approved,  the  amend¬ 
ments  will  become  effective  twenty  days 
after  submission  to  the  Attorney  Gen¬ 
eral.  By  agreement  with  the  Department 
of  Justice,  this  notice  shall  constitute  on 
behalf  of  the  Attorney  General  the  no¬ 
tice  provided  for  in  section  11(b)  of  the 
Volmitary  Agreement. 

Interested  persons  are  invited  to  sub¬ 
mit  written  data,  views,  or  arguments 
with  respect  to  these  amendments  to 
Executive  Communications,  Room  3309, 
Federal  Energy  Administration,  Box  GP. 
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The  Federal  Building,  Washington,  D.C. 
20461.  Conunents  should  be  identified  on 
the  outside  of  the  envelope  and  on  the 
documents  submitted  to  the  Federal  En¬ 
ergy  Administration  with  the  designa¬ 
tion  “Voluntary  Agreement — ^Technical 
Amendments.”  Fifteen  (15)  copies  should 
be  submitted.  All  comments  received  by 
4:30  p.m.,  April  26,  1976,  will  be  con¬ 
sidered  by  the  Federal  Energy  Adminis¬ 
tration  in  evaluating  the  revision  and 
amendments. 

Any  information  or  data  considered 
by  the  perscm  furnishing  it  to  be  con¬ 
fidential  must  be  so  identified  and  sub¬ 
mitted  in  writing,  one  copy  only.  The 
FEA  reserves  the  right  to  determine  the 
confidential  status  of  the  information  or 
data  and  to  treat  it  according  to  its  de¬ 
termination. 

In  consideration  of  the  foregoing,  it 
is  proposed  that  the  Voluntary  Agree¬ 
ment  and  Plan  of  Action  to  Implement 
the  International  Energy  Program  be 
amended  as  set  out  below.  For  reference, 
the  full  text  of  the  Voluntary  Agreement 
is  set  out  at  41  Fed.  Reg.  13998  (April  1, 
1976). 


NOTICES 

Issued  In  Washington,  D.C.,  April  8, 
1976. 

Davu)  G.  Wilson, 

Acting  General  Counsel, 
Federal  Energy  Administration. 

1.  The  second  sentence  of  subsection 
S(b)(l)  is  amended  to  read: 

To  further  develop  s  subject  discussed  at  a 
meeting  held  In  accordance  with  subsection 
6(c),  participants  may  exchange  with  other 
members  of  a  group,  or  subgroup  thereof, 
written  drafts  or  comments  thereon,  in  order 
to  develop  material  to  be  considered  at 
subsequent  meetings. 

2.  The  first  sentence  of  subsection 
5(b)  (2)  is  amended  to  read: 

In  order  to  Implement  this  Agreement  or 
plans  of  action  approved  pursuant  to  Sec¬ 
tion  e,  and  except  as  provided  In  subsection 
6(b)(3),  confidential  or  proprietary  Infor¬ 
mation  or  data  may  be  exchanged  with,  or 
provided  to  participants,  the  lEA,  or  other 
persons  or  entitles,  only  If  the  Administrator, 
after  consultation  with  the  Secretary  of 
State,  and  with  the  concurrence  of  the 
Attorney  Oeneral  after  consultation  with 
the  Federal  Trade  Commission,  has  ap¬ 
proved  In  writing  the  exchange  or  provision 
of  such  types  of  information  or  data. 

[FR  Doc.76-10601  FUed  4-6-76:3:17  pmj 
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REFINERS’  MONTH  COST  ALLOCATION 
REPORT 

Notice  of  Availability  of  Reporting  Forms 

Notice  is  hereby  given  that  the  Fed¬ 
eral  Energy  Administration  on  March  30, 
1976  mailed  form  PllO-M-1,  Refiners’ 
Monthly  Cost  Allocation  Report,  to  re¬ 
finers  and  natural  gas  processors.  The 
form  PllO-M-1  replaces  the  form  FEO- 
96. 

Refiners  and  natural  gas  pivcessors, 
as  well  as  other  Interested  parties, 
which  have  not  received  the  form 
PllO-M-1  or  require  additional' ibr^ 
may  obtain  copies  by  contacting 
Federal  Energy  Administration.  Division  of 
Printing  Management,  Room  6500.  Fed¬ 
eral  BuUdlng,  12th  and  Pennsylvania  Ave¬ 
nue  NW.,  Washington,  D.C.  20461,  Tele¬ 
phone  (202)  061-8604 

David  G.  Wilson, 

Acting  General  Counsel. 

Federal  Energy  Administration. 
April  8,  1976. 

[FR  Doc.76-10630  FUed  4-8-76;4:16  pm] 
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